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Issues Facing The
Future Of Federal

Coal Leasing

This report identifies and analyzes a broad
range of issues affecting the development and
implementation of a sound Federal coal man-
agement program--particularly the use of
Western coal in meeting America’s energy
needs.

On June 4, 1979, the Secretary of the Interior
announced a new Federal coal program, call-
ing for a resumption of competitive leasing
for the first time since a moratorium was im-
posed in 1971. Leasing is to take place begin-
ning in January 1981. But--as the report
points out--many questions remain un-
answered, some of which GAO believes need
to be resolved before further long-term leasing
can take place. Others can be worked out dur-
ing the early stages of the new leasing pro-
gram.

GAO believes early consideration and resolu-
tion of these issues is needed for a coal pro-
gram that responds to national needs expedi-
tiously--and in the most effective way.
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To the President of the Senate and the
Speaker of the House of Representatives

This report brings to the attention of the Congress and the
Administration issues affecting the development and implementation
of a sound Federal coal management program and the use of Federal
and non-Federal Western coal in meeting America's energy needs.
Its basic purpose is to provide a framework for understanding the
broad range of coal leasing issues by identifying and sorting out
the more significant questions which face the future of coal on
Federal lands.

Copies of this report are being sent to the Director, Office
of Management and Budget; the Secretary of the Interior; the Secre-

tary of Energy; and the Attorney General.

Comptroller General
of the United States



COMPTROLLER GENERAL'S ISSUES FACING THE
REPORT TO THE CONGRESS FUTURE OF FEDERAL
COAL LEASING

DIGEST

This report brings to the attention of the
Congress and the Administration issues which
have or may have significant adverse effects
on the development and implementation of a
sound Federal coal management program and the
use of Federal and non-Federal Western coal
in meeting America's energy needs. Its basic
purpose is to provide a framework for under-
standing the broad range of coal leasing is-
sues by identifying and sorting out the more
significant guestions which face the future
of coal on Federal lands.

Federal coal leasing ilssues are important be-
cause Federal coal accounts for about 30 per-
cent of total domestic coal reserves and 60
percent of Western coal reserves. 1In addi-
tion, Interior estimates that the Government
controls about 20 percent of non-Federal West-
ern coal because many Western coal regions

are characterized by intermingled ownership
patterns. .
These issues are also important because Fed-
eral coal is now, and is expected to continue
through this century to be, a significant
energy supply source. For example, Interior
has estimated that existing leases and pend-
ing preference right lease applications could
have an annual production potential as high
as 450 million tons by 1990, a figure equal
to about 65 percent of Western coal produc-
tion and 31 percent of national coal produc-
tion by 1990, as forecast by the Department
of Energy.)

But, GAO and many public and private sector
parties are concerned about the effect exis-
ting and proposed regulations could have on
the responsiveness of the new Federal coal
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program in making available--in a socially
and environmentally-acceptable manner--
sufficient guantities of Federal coal to
meet the Nation s energy needs.

FRAMEWORK FOR UNDER-~-
STANDING COAL ISSUES

The following six overriding guestions+*-pro-
gressing from basic public policy issues to
"down to earth™ management concerns provide
the framework for understanding the broad
range of coal leasing issues addressed by
this report.

--How should Federal coal leasing goals
and policies be balanced with inter-
related and often conflicting national
environmental, socio-economic, and
economic objectives? (See Chapter 3.)

--How well are the two Departments--
Energy and Interior--working together
in establishing and implementing
goals and regulations to "make it all
happen"? (See Chapter 4.)

--What, realistically, is the production
potential of coal already under lease
—-in view of the many legal, economic,
environmental, and other factors affect-
ing its development? (See Chapter 5.)

--How should Interior better tie together
its determinations on the amount of un-
leased coal available to meet future
needs with on-going land use planning
and coal exploration programs? (See
Chapter 6.)

--How should Interior proceed in identi-
fying, evaluating, and selling specific
lease tracts? (See Chapter 7.)

-~How can Energy and Interior improve
lease management to encourage the
timely and orderly development of coal?
(See Chapter 8.)
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Balancing Multiple Goals

In recent years, the Congress has enacted
various laws governing the basic policy and
regulatory framework affecting the leasing
and development of Federal coal--e.g., the
Federal Coal Leasing Amendments Act of 1976,
Federal Land Policy and Management Act of
1976, Surface Mining Control and Reclamation
Act of 1977, and the Department of Energy
Organization Act. These and other public
laws emphasize the multifaceted nature of
coal resource management, taking into consi-
deration three interrelated goals—--domestic
energy development, environmental protection,
and socio-economic security--which, at times,
may be in conflict but for which a reasoned
balance through appropriate trade-offs is the
ultimate objective.

A major GAO concern is that a reasonable bal-
ance between these goals may not be achieved.
Uncertainties about the achievement of this
balance is represented by the following
issues:

—--When coal leasing goals conflict with
environmental, socio—-economic, and eco-
nomic goals, how should a trade-off
analysis be performed?

--Who should pay the cost of achieving a
balance among goals?

-—-Can a less regulated private sector
achieve timely, orderly, and efficient
coal development without jeopardizing
environmental and social concerns?

As the new Federal coal leasing program is
implemented, GAO believes the Administration
and the Congress should identify and weigh
alternative ways of dealing with these complex
issues and their potential consequences on the
public and private sectors. Otherwise, short-
sighted decisions and actions could evolve,
the consequences of which could be unforeseen
adverse effects on certain groups--be they
industry, environmental, consumer, Oor other--
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and on the availability of Federal coal to
meet energy demand.

Split Responsibility Between
Energy and Interior

Interior has primary responsibility for leas-
ing public coal lands. However, the Department
of Energy Organization Act requires Energy to
develop certain regulations related to the
management of energy resources--also to estab-
lish energy production objectives. Because of
the split responsibility, the law established a
Leasing Liaison Committee to assist in inter-
agency coordination.

GAO believes the following issues-—-stemming
from split responsibilities—-—are ones both
the Administration and the Congress ought to
monitor closely:

--Will the split responsibility between
agencies enhance or impede efforts to
develop effective regulations? (Will
the Leasing Lialison Committee function
as an effective inter-agency coordina-
ting mechanism?)

--Will leasing to meet Government—derived
production goals restrict supplies and
result in anticompetitive coal markets
and supply shortfalls?

--Will production goals be formulated on
the basis of flexible methodology and
reliable data?

At the present time, there are major uncertain-
ties about how reliable and useful Energy's pro-
duction goals are, whether such goals will actu-
ally be used by Interior in shaping the rate

and timing of new leasing, and the effect of all
this on the state of competition in coal markets.
GAO in a recent report 1/ expressed concern about

1/"Federal Leasing Policy--Is the Split Responsi-
bility Working?", EMD-79-60, June 4, 1979.
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whether the Leasing Liaison Committee can
function effectively when the departments
are in conflict or when lease management and
regulatory policies--e.g., concerning dili-
gent development, competition, and bidding
systems—-—-need to be resolved at the depart-
ment levels.

In recently announcing the new coal manage-
ment program, the Secretary of the Interior
also announced establishment of a new Inte-
rior/Energy working group, under the Leas-

ing Liaison Committee, to coordinate Energy's
coal production goals with Interior's regional
leasing targets. GAO believes this and other
top management cooperation are needed to as-
sist in resolving potential conflicts in ob-
jectives between the two departments.

Coal Already Under Lease

Previous efforts by Interior to resume Fed-
eral coal leasing, including the previous
leasing program--the Energy Minerals Activity
Recommendation System—~-were widely criticized
because the need to resume Federal leasing
had not been demonstrated. The District
Court in NRDC v. Hughes cited this deficiency
as a major defect in the 1975 programmatic
environmental impact statement.

GAO believes that a coal leasing program
should be designed regardless of whether or
not there is a need now for new leasing. In
developing the program, Interior should con-
sider all aspects of pre-lease and post-lease
sale management functions and market condi-
tions. If this is done, a reliable, effi-
cient, effective, and flexible system should
be in place if and when a resumption of coal
leasing is necessary. Leasing decisions can
then be made in a timely and efficient
manner.

The following qguestions are relevant to the
assessment of leased coal tonnage.

--To what extent is the development of
existing leases restricted by environ-
mental considerations?
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-~To what extent does an evaluation of
production potential and capacity of
existing leases depend on the forma-
tion of mining units that could be
mined profitably?

-~-To what extent is the development of
existing leases prevented by a lack
of transportation networks?

Interior has not made an analysis of existing
leases to determine those that have environ-
mental problems, those that are not by them-
selves or in conjunction with other coal
properties logical mining units, or those
that are not near transportation facilities.

Availability of Unleased Coal

Interior is responsible for evaluating Fed-
eral lands to determine how much unleased
Federal coal is available and suitable for
meeting coal needs. Such evaluations must
be tied in with land use planning and coal
exploration programs. Three issues surface.

--Should regional coal production goals
be considered along with other re-
source values in developing land
use plans?

--Will the designation of areas unsuit-
able for coal mining be impeded by a
lack of information?

--Will Federal coal exploration provide
sufficient data for timely analysis
of all potential leasing areas?
/

GAO found that'in evaluating alternative land
usesr--a critical step in coming up,with re-
gional land use plans--Interior ddés not ex-
plicitly considerw&egional coal production
goals or other resource needsy'which could
result in plans that do not adequately assess
trade-offs between coal and other resource
needs and values. GAO believes that such
evaluation--considering demands and values
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for all resources--needs to be employed as a
regular part of Interior s evaluations of
land use alternatives.,

In addition, Interior plans to make recom-
mendations on lands determined to be envi-
ronmentally unsuitable for coal production
early in land use planning if sufficient
data is available or--if best available

data is not sufficient--later in the leasing
process when sufficient data is available.
Either way, Interior plans to provide an
opportunity for public comment on criteria
applications. A major uncertainty is whether
delays in land use planning and leasing will
occur and, if so, whether an alternative plan-
ning and leasing mechanism could be developed
to reduce delays and risks to acceptable
levels.

Regarding coal exploration, GAO believes a
long-range plan is needed to provide public
and private sector energy, coal leasing, and
land use decision-makers with better infor-
mation for both leasing and land use deci-
sions. Furthermore, a long~range plan could
assist the Congress in considering alterna-
tive exploration incentives, strategies, and
policies. A key issue is whether and, if so,
how exploration objectives can be better
accomplished through incentives to industry
to identify and analyze coal deposits.

Identifying, Evaluating,
and Selling Lease Tracts

One of the most important responsibilities
Interior has in implementing a new leasing
program will be to select, evaluate, and
then sell specific tracts which are respon-
sive to the need for Federal coali) GAO sees
many potential obstacles in accomplishing
this, including:

--Some means for and agreement on how
to go about resolving probable con-
flicts in exchanging unsuitable leases
for suitable ones.
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--A guestion as to whether Interior can
and should be authorized to lease cer~
tain tracts--such as bypass tracts--
non-competitively to reduce adminis-
trative costs, save time, and provide
more certainty of getting tracts into
production,

--Possible high costs of gaining the
consent of surface owners for access
to certain tracts otherwise ideal for

,leasing.

--Dis-incentives for industry to enter
lease sales and develop Federal coal
after it is leased because of uncer-
tainties involving maximum economic
recovery and higher minimum royalty
requirements.

-~Problems in making fair market value
determinations and in implementing
alternative bidding procedures.

~-Finding ways to streamline the process
for gaining public participation and
resolving differences with State and
local governments.

Coal Lease Management

If Federal coal is to be developed in an or-
derly and efficient manner, the Government
must formulate clear and reasonable lease
management policies which encourage private
sector investment and orderly and timely
development. GAO zeroed-in particularly on
permitting, diligent development, and logi-
cal mining unit requirements.

GAO believes the permitting process should be
reviewed to determine how it can be redesigned
and streamlined to shorten development lead
times, cut administrative costs, and reduce
paperwork and duplication between Federal and
State requirements.

viii
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GAO also finds that diligent development re-
guirements need to be re-examined in light
of the effect they have on the timely and
orderly production of coal and premature
cancellation of leases. And, finally, the
reasonableness of the 40-year depletion re-
gquirement and the manner in which logical
mining units are defined are other matters
viewed by GAO as needing review because of
their potential effect on limiting the coal
that can be produced by a given mine.

CURRENT PROGRAM STATUS AND
ISSUES REQUIRING IMMEDIATE
ATTENTION

On June 4, 1979, the Secretary of the Interior
announced a new Federal coal management pro-
gram, calling for a resumption of competitive
leasing for the first time since a moratorium
was imposed in 1971. Leasing is to take
place beginning in January 1981. But--as the
report points out--many questions relating to
coal leasing remain unanswered, some of which
GAO believes need to be resolved before any
further long-term leasing can take place.
Others can be worked out during the early
stages of the new leasing program.

Some of these same questions and issues have
been or are now being addressed by either

the Department of the Interior or the Depart-
ment of Energy. GAO noted considerable pro-
gress by the two Departments in developing a
workable program--including changes made since
a draft of this report was made available to
them for comment. But further actions are
needed, and it is hoped this final report will
further contribute to their resolution.

//GAO believes that-=as a-minimum--the following
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four important issues need to be dealt with
before leasing can be resumed:

~-An analysis needs to be made of the
production potential of existing

ix



leasesl—in view of the many economic,
environmental, and other problems
assoclated with their likely develop-
ment. This is necessary to give a
better fix on how much coal needs to
be made available to satisfy demand
under the emerging program.

--Interior, in initially developing its
comprehensive land use plans, needs
to consider coal production goals}—
as well as demand estimates for other
resources——-to help make judgments on
land use alternatives and foster an
appropriate balancing of energy goals
with environmental and socio-economic
goals. This is particularly important
because land use plans developed over
the next several years will affect
the level of resource usage on Federal
lands—--whether recreation, wildlife,
timber, coal, or whatever--for the
remainder of this century and beyond.

-—-Interior needs to evaluate the impact
of the surface owner consent require-
ment--and decide how to implement it--
sincé this will affect the economics
and thus the ultimate leasability of
proposed new tracts.

--Final regulations are needed specify-
ing (1) how maximum economic recovery
determinations will be made, and
(2) what factors will be considered
in establishing logical mining units.
These determinations are essential
for potential developers in knowing
how to respond to the nomination pro-
cess for new leases as well as in con-
sidering the implications of the rules
for existing leases.

Interior has recently issued its final pro- 0

grammatic environmental impact statement for
a new leasing program, and final regulations
are expected to be issued shortly. ( GAO found
that the final programmatic statement--while
‘ )/ dtf
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not efféctively dealing with the issues dis-
cussed above--is thorough in defining the
history and broad scope of the proposed pro-
gram, in describing potential environmental
impacts, and in providing good insights into
many aspects of the proposed new leasing

/ ‘ v
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In the interest of getting on with a new leas-
ing program, GAO is not suggesting revisions
to the statement itself——butéﬁelieves b-RsEeads
that open issues need to be dealt with )either
through the final regulations or other analy-
ses called for in this report.(iUnless this

is done, the emerging program could well be-
come a major source of uncertainty and confu-
sion to private and public sector energy and
environmental planners.)

MATTERS FOR CONSIDERATION BY THE
CONGRESS AND THE ADMINISTRATION

A program such as this that will impact on
national welfare for decades to come should

be subject to close scrutiny during the early
development stages. This will increase its
chances for success in the long-run and, hope-
fully, prevent delays such as those encoun-
tered during the last decade.

Oversight by the Congress, through the appro-
priate committees, is needed--with particular
attention given to such matters as:

~~Effectiveness of Federal policies to
provide a proper balance between the
Nation's interrelated coal production,
environmental, social, and economic
objectives.

--Workability of retaining the split re-
sponsibilities between Energy and
Interior. (A case in point is the man-
ner in which Energy's coal production
goals will be used to develop Interior's
leasing targets and schedules and the
feasibility of this approach in light
of differing agency perceptions and
objectives. Actions by Interior and
Energy on recommendations GAO made in a
recent report, "Federal Leasing Policy--

X1
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Is The Split Responsibility Working?",
issued June 4, 1979, should be closely
monitored.)

--Effectiveness of the Leasing Liaison
Committee--as well as the newly estab-
lished working group on production
goals and leasing targets--in ironing
out differences between departmental
objectives and regulatory policies.

--Interrelationships between Interior's
coal leasing and land use planning and
coal exploration programs.

--Feasibility of streamlining the permit-
ting and public participation processes
to avoid production delays and duplica-
tion of effort.

--Clarification or revision of certain
statutory requirements which, in their
present form, have potential for ad-
verse impact on balancing multiple goals
and achieving timely and orderly devel-
opment. These requirements include max-
imum economic recovery, logical mining
unit formation, diligent development,
40-year mine life, and minimum royalty.

--Feasibility of a general lease exchange
authority.

--Feasibility of short-term non-competi-
tive leasing (e.g., bypass or emergency
leases).

—--Implementation of the surface owner con-
sent requirement.

Before new long-term leasing is resumed, GAO is
recommending that the Secretary of the Interior:

--Analyze the production potential of
existing leases by determining which
leases are included in logical mining
units and which ones will be eliminated
by unsuitability criteria, inaccess-—
ability to transportation facilities or

xii
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other factors—--and submitting such
analysis to the Department of Energy.

~--Use regional production goals as well
as demand estimates for non-coal resour-
ces, as a reqgular part of Interior's
evaluation of land use alternatives.

--Evaluate the economic, energy, and envi-
ronmental implications of Interior's
implementation of the surface owner
consent requirement--including its ef-
fect on the determination of fair-market
value--and submit this study to the
Congress.

--Publish explicit maximum economic re-
covery and logical mining unit regula-
tions for comment and public hearings.

In addition to the above recommendations, which
are highlighted because of their importance in
connection with the resumption of long-term
leasing, GAO further recommends that the Secre-
tary of the Interior:

--Follow through in the development of an
appropriate and workable mechanism for
achieving a reasonable balance between
interrelated energy, environmental, and
socio-economic objectives.

--Prepare and submit to the Congress a
long-range coal exploration plan.

--Determine whether the process for ful-
filling public participation regquire-
ments can be redesigned to improve
Government planning and decision-
making.

~-Determine how the permitting process can
be streamlined.

--Work closely with the Secretary of Energy
in making the Leasing Liaison Committee
an effective inter-departmental coordinat-
ing and problem-solving body and in expedi-
tiously staffing and making operational the
Interior/Energy working group on coal pro-
duction goals and leasing targets.

Tear Sheet C .
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GAO recommends that the Secretary of Energy:

--Use Interior's evaluation of production
potential on existing leases~-which will
be done as a result of our first recom-
mendation to the Secretary of the
Interior-~in developing coal production
goals.

--Publish methodology and procedures to be
used in arriving at production goals,
including an explanation of assumptions
used in making the estimates, and make
this available to the public.

--Work closely with the Secretary of the
Interior in implementing a new Federal
coal management program that achieves a
balance between public policy goals of
domestic energy development, environ-
mental protection, and socio-economic
security. Particular attention should
be given to Energy's statutory respon-
sibilities for issuing regulations per-
taining to diligent development, compe-
tition, and alternative bidding systems.

-~-Work closely with the Secretary of the
Interior in making the Leasing Liaison
Committee an effective body and in expe-
ditiously staffing and making operational
the Interior/Energy working group on coal
production goals and leasing targets.

AGENCY COMMENTS

The Department of Energy, in commenting on GAO's
draft report (see Appendix IV), noted overall
that the report was quite thorough and addres-
sed the major issues relevant to the future
management of Federal coal resources. By con-
trast, Interior's response (see Appendix V)

was highly critical of our draft report.

Interior's basic impression is that GAO is cal-
ling for a reconsideration of much of the legis-
lation related to coal leasing that the Con-
gress has passed in recent years. They refer
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to the Federal Coal Leasing Amendments Act,
Federal Land Policy and Management Act, Sur-
face Mining Control and Reclamation Act, and
various other laws which establish national
policy related to coal development. Whereas
there are certain items related to these laws
that should be reviewed, GAO is not--as sug-
gested by Interior--calling for a sweeping
review of such legislation and has no quarrel
with such basic tenets as the need for compre-
hensive land use plans and an end to specula-
tive holding of Federal coal.

GAO is concerned, however, with how the Admin-
istration will implement programs to support
congressionally-established environmental,
energy, and social policies. Interior's
charges should not divert attention from the
unresolved coal management issues which need
to be scrutinized.

Interior also expressed concern that delay-
ing implementation of the Federal coal pro-
gram to study various issues would only cause
further uncertainty about the Government's
ability to manage its coal resources. GAO
does not want to delay program implementation
but believes some issues--discussed earlier—--
must be resolved before long-term leasing is
resumed. For the most part, however, the
issues identified in this report should be
evaluated by the Congress, Interior, and
Energy during the early stages of program
implementation.

Overall, GAO believes early consideration
and resolution of issues identified in this
report will result in a coal management pro-
gram that responds to national needs expe-
ditiously--and in the most effective way.

A more detailed treatment of Interior and
Energy's responses, and GAO's evaluation of
them, is included in Chapter 9. 1In addition,
because of the serious and extensive nature
of Interior's comments, GAO's responses have
been annotated--section by section of para-
graph by paragraph--on the full text of
Interior's letter (See Appendix VI).
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It should be noted that subsequent to Interior's
formal comments on this draft report, it pub-
lished a final environmental impact statement
and announced adoption of the new coal manage-
ment program. These actions incorporated
various changes, some of which addressed issues
included in the earlier draft report. It has
been GAO's intent to recognize these actions in
this report.
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CHAPTER 1

INTRODUCTION

This report brings to the attention of the Congress
and the Administration issues which have or may have ad-
verse impacts on the development of a sound Federal coal
management program and the use of Federal and non-Federal
Western coal in meeting the Nation's energy needs. The
report's objective is to contribute to a better understand-
ing of what these issues are and how they are interrelated.
Where the analysis went far enough to make specific conclu-
sions and recommendations now, either to the Congress or
the Administration, we made them. Future work will follow
-up on the specific recommendations as well as deal with
various other questions and issues which remain open.

Being the first in a series of GAO reports on Federal
coal leasing, this report identifies and sorts out the more
significant questions and issues facing the future of Fed-
eral coal. It establishes a framework for analyzing issues
with regard for environmental, socio-economic, energy, and
economic policies. The following six overriding questions
~~progressing logically from basic public policy issues to
"down to earth" management concerns--provide the framework
for the report:

—-How should Federal coal leasing goals and policies
be balanced with interrelated and often conflicting
national environmental, socio-economic, and economic
objectives? (See ch. 3.)

-~How well are the two departments--Energy and
Interior--working together in establishing and
implementing goals and regulations to "make it
all happen"? (See ch. 4.)

--What, realistically, is the production potential
of coal already under lease~-in view of the many
legal, economic, environmental, and other factors
affecting its development? (See ch. 5.)

~-How should Interior better tie together its deter-
minations on the amount of unleased coal available
to meet future needs with on-going land use plan-
ning and coal exploration programs? (See ch. 6.)



-—How should Interior proceed in identifying, evalu-
ating, and selling specific lease tracts? (See
ch. 7.)

--How can Energy and Interior improve lease manage-
ment to encourage the timely and orderly develop
ment of coal? (See ch. 8.)

Since Federal coal leasing was halted in 1971, the
Department of the Interior has committed a substantial
amount of resources to its coal activities. Interior
estimates that for the fiscal year 1971-79 period, total
coal activity appropriations have exceeded $183 million.
Seventy-eight percent of this amount has been appropri-
ated since fiscal year 1977.

The FY 1980 budget for coal leasing related activi-
ties is about $62 million. These activities include coal
exploration, reserve and resource appraisals, water moni-
toring, coal land classification, leasing operations and
management, and environmental studies. This amount com-
pares to a total FY 1980 coal activity budget of about
$307 million--primarily for environmental and reclamation
research, mined area regulatory programs, mine health and
safety research and development (R&D), as well as coal
leasing. The FY 1980 coal activity budget for Energy is
about $690 million--primarily for R&D.

During the 1970's Interior has studied coal leasing
issues and has attempted to design and implement a viable
coal leasing program. The first attempt failed, as the
programmatic environmental impact statement was success-
fully challenged in court. Interior has initiated its se-
cond attempt, but as this report demonstrates, there are
serious issues which still confront the department's ob-
jective of implementing a sound program. This is not to
say that Interior is ignoring these issues. Many of them
are being studied by task forces established by Interior.
These task forces are listed in Appendix VIII.

Over this same period we have focused our attention
on problems and issues that are either directly or in-
directly related to Federal coal leasing. Since 1972,
we have issued a number of reports related to coal leasing.
These reports are listed in Appendix I.



In a recent report to the Congress 1/ and in testi-
mony before congressional committees, we stated that the
United States, in the long run, must develop inexhaustible
sources of energy for any sustained economic growth. Do-
mestic o0il and gas supplies are declining and international
supplies have security and availability problems. Long
lead times in overcoming technological and economic bar-
riers associated with inexhaustibles must be factored into
the transition to a renewable resource base. Reliance on
greater coal production as well as energy conservation
will be key elements in bridging the transition. Because
coal will be an important near-term and intermediate-term
enerdgy supply, the analysis of coal leasing issues is im-
portant.

Federal coal accounts for approximately 60 percent of
Western coal reserves and 30 percent of total domestic coal
reserves. In addition, Interior estimates that the Govern-
ment controls about 20 percent of non-Federal Western coal
because many of the Western coal regions are characterized
by intermingled ownership patterns.

Western coal production is increasing, and so is the
share of total Western coal produced from Federal sources.
Approximately 60 million tons of coal were mined in the
West in 1972, accounting for about 10 percent of that
year's nationwide production. Western Federal coal pro-
duction in 1972 accounted for about 15 percent of that
year's total Western production and about 2 percent of the
nationwide production. In 1977 approximately 165 million
tons were mined in the West, about 24 percent of nationwide
production. Western Federal coal production in 1977 ac-
counted for about 31 percent of that year's total Western
production and about 8 percent of nationwide production.

The trend of increasing Western coal production is
expected to continue according to Energy and Interior fore-
casts. Energy's April 1979 production forecast estimates
that by 1990 approximately 689 million tons could be mined
in the West, representing 47 percent of nationwide pro-
duction. Interior estimates that with no new Federal leas-—
ing Federal coal production potential in 1990 could be
approximately 450 million tons, representing about 65

1l/"Analysis of the Energy and Economic Effects of the
Iranian 0il Shortfall,"” EMD-79-38, March 5, 1979.
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percent of Energy's Western production forecast and 31
percent of the nationwide production forecast. 1/

SCOPE OF WORK

We identified issues by raising a series of guiding
guestions and relating the issues to these guestions:
How much Federal and non-Federal coal do we need? How much
Federal coal do we have under existing lease relative to
our needs? How much Federal coal should be leased if needs
are not satisfied by existing leases? How much Federal
coal could be made available after considering environmen-
tal impacts? How should the Federal coal be leased? How
should the coal leases be managed? In addition, we re-
viewed issue papers which had been prepared by Interior.
Then we compiled an issues document.

Next, we convened a panel of seven energy and environ-
mental experts from across the Nation for a workshop in
Washington, D.C. Each expert received an advance copy of
the issues document. The workshop focused on issues per-
taining to production goals and the role of the public
and private sectors. The issues document was updated as
a result of the workshop.

We then distributed the updated issues document to
over 50 Federal and non-Federal parties across the Nation,
Included were environmental, financial, legal, mining, pri-
vate interest, research, State government, transportation,
and university representatives., We also sent copies of the
document to representatives of Energy and Interior. A list
of the recipients is included in Appendix VII. We met in-
dividually with each party, after which the report was pre-
pared. Prior to issuance, it was submitted to the Depart-
ments of Energy and Interior for comment.

1/Percentage figures relate to Energy's medium production
scenario.
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CHAPTER 2

HISTORY OF COAL MANAGEMENT ACTIVITES AND

DESCRIPTION OF INTERIOR'S PREFERRED

LEASING PROGRAM

EVENTS LEADING TO INTERIOR'S
PROPOSALS FOR A FEDERAL COAL
MANAGEMENT AND LEASING PROGRAM

Prior to 1970 Interior responded to requests for
leasing on a case-by-case basis without regard to the
total reserves under lease or the need for additional
leasing and coal production, and without an assessment
of the environmental impact of the expected coal pro-
duction. From 1945 to 1970 leased acreage on public
lands in six Western States--Colorado, New Mexico,
North Dakota, Montana, Utah, and Wyoming--increased
from about 80,000 acres to about 788,000 acres,
according to a 1970 Bureau of Land Management study.
During this same period, production from Federal leases
decreased from 10 million tons of coal to 7.4 million
tons. Coal was being produced from only about 10 per-
cent of the acreage under lease.

Because of concern over low production levels
and over the adequacy of environmental safeguards, the
Secretary of the Interior stopped all coal leasing
activity in 1971, including the issuance of prospect-
ing permits.

Energy Minerals Activity
Recommendation System

A new coal leasing policy was established in 1973.
This policy required Interior to develop a new Federal
coal leasing program and prepare a programmatic environ-
mental impact statement. In addition, the moratorium
on the issuance of prospecting permits was continued
and the only leasing allowed was that which would main-
tain existing mines or provide reserves for production
in the near future. These were designated short-term



leases. Between 1974 and 1978, ten short-term leases
were issued. Seven of these leases were producing coal
by the end of 1977. No long-term leases were issued
during this period.

In May 1974, Interior issued a draft programmatic
environmental impact statement and in September 1975
the final statement was issued. The leasing program was
adopted in 1976 and was known as the Energy Minerals Ac-.,
tivity Recommendation System. It included four basic
program elements: (1) nominations, (2) land use planning,
(3) environmental analysis, and (4) resource evaluation.
This program required Interior to first obtain industry
nominations of potential lease tracts and public identi-
fication of areas that should not be leased. Nomina-
tions could be accepted for any area, and based upon
them, Interior would select areas for land use planning,
environmental analysis, and resource evaluation.

Lawsuit: Natural Resources
Defense Council vs. Hughes

The adequacy of the 1975 final programmatic environ-
mental impact statement was challenged in Federal court
by four parties--the Natural Resources Defense Council,
Inc. (NRDC), Environmental Defense Fund, Inc., Northern
Plains Resource Council, and Powder River Basin Resource
Council. 1/ On September 27, 1977, the court ruled
that Interior had violated the National Environmental
Policy Act of 1969 "in their formulation, adoption and
implementation of a new federal coal leasing program..."
Interior was enjoined from

"taking any steps, whatsoever, directly or
indirectly, to implement the new coal leas-
ing program, including calling for nominations
of tracts for federal coal leasing and issu-
ing any leases, except when the proposed

lease is required to maintain an existing

1/Civil Action No. 75-1749; Natural Resources Defense
Council, Inc., et al., v. Royston C. Hughes, et al.;
United States District Court for the District of
Columbia; memorandum opinion and order issued September
27, 1977; modified order issued June 14, 1978.




mining operation at the present levels of
production or is necessary to provide re-
serves necessary to meet existing contracts
and the extent of the proposed lease is not
greater than is required to meet these two
criteria for more than three years in the
future.”

The court indicated that the standard should be applied
to both non-competitive preference right lease applica-
tions 1/ and competitive lease applications.

On June 14, 1978, the court approved a settlement
of the case and issued a modified order which altered
its initial standards for leasing prior to the issuance
of a final new programmatic environmental impact state-
ment. The revised standards allow additional leasing
when:

--The proposed lease is required for the mining
of coal that would otherwise not be mined, and
perhaps never at all, because of economic or
environmental costs, if it is not developed
by an existing mine. Up to 5 years of reserves
may be included in a lease under the provision.
To qualify for a lease, mining operations must
have been in existence on September 27, 1977,

--The proposed lease 1is required for the mainten-
ance of production and employment in mines which
were in operation on September 27, 1977. Up
to 8 years of reserves may be included in a
lease under this provision.

--The proposed lease is required for the exchange
of a lease in an alluvial valley floor 2/, as

1/A preference right lease application is an application
for 2 lcase which will be issued if the applicant has
discovered commercial quantities of coal. The applica-
tion can only be made for lands under prospecting permit

issued before the Federal Coal Leasing Amendments Act
of 1976,

2/An alluvial valley floor consists of unconsolidated
stream-laid deposits holding streams where water
availability is sufficient for subirrigation or flood
irrigation agricultural activities.
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authorized by the Surface Mining Control and
Reclamation Act.

~--The proposed lease is required for the support
of research and technology projects authorized
by the Surface Mining Control and Reclamation
Act.

--The proposed lease is one of seven specifically
cited exceptions to the injunction.

Interior estimates that 35 leases involving a total

of 275 to 300 million tons of coal to satisfy short-term.
production needs could be leased under the above criteria.
Prior to the approval of a lease sale, however, except as
to the seven cited lease applications, Interior is required
by the court order to notify the plaintiffs and to provide
them information on the qualifications of an applicant for
a lease. As of April 1, 1978, 13 leases involving a total
of 53 million tons have been offered for sale.

The court order authorizes Interior to process but
not issue 20 preference right lease applications. Inte-
rior is required to give preference to applications for
tracts in which 90 percent of the reserves can be mined
by deep mining methods and the total amount of surface
mining would affect no more than 50 acres, which would
not require substantial additional transportation facili-
ties or water storage or supply systems in a region, and
would not involve substantial new industrial develop-
ment in the region.

Lawsulits: Sierra Club vs.
Kleppe and Natural Resources
Defense Council vs. Berklund

In addition to NRDC v. Hughes, two other lawsuits
have resulted in decisions that affect Federal coal
management. The first, Kleppe v. Sierra Club, 427 U.S.
390 (1976), was appealed to the Supreme Court. The Court
found that an environmental impact statement is not re-
quired until the time a Federal agency makes a recom-
mendation or report on a proposal for Federal action.
Although an individual project may proceed where covered by
an adequate statement, the Court indicated that the National
Environmental Policy Act may require a comprehensive state-
ment where several related projects are pending at the same
time,




In the second lawsuit, NRDC v. Berklund, 458 F. Supp.
925 (1978), the United States District Court for the Dis-
trict of Columbia held that the Secretary of the Interior
does not have discretion to reject preference right lease
applications where coal has been found in commercial
quantities. If the issuance of a preference right lease
would constitute a major Federal action significantly
affecting the quality of the human environment, an envi-
ronmental impact statement must first be prepared.

President Carter's
environmental policy

The President stated his position on the management
of Federal coal in his environmental message of May 23,
1977. He said:

"The newly enacted Coal Leasing Amendments and
the Federal Land Policy and Management Act pro-
vide the Secretary of the Interior with the
necessary authority to carry out environmen-
tally sound, comprehensive planning for the
public lands. His duty now is to implement an
affirmative program for manaaging coal lands

and associated resources in a manner that fully
protects the public interest and respects the
rights of private surface owners."

The President's memorandum of May 24, 1977, instruc-—-
ted the Secretary of the Interior to respond to reason-—
able production goals but to lease only those areas where
mining is environmentally acceptable and compatible with
other land uses. He also directed that existing leases
and preference right lease applications be evaluated to
determine whether they show prospects for timely develop-
ment in an environmentally acceptable manner.

DESCRIPTION OF THE FEDERAL
COAL MANAGEMENT AND LEASING PROGRAM

On December 15, 1978, Interior issued a new draft
programmatic environmental impact statement (EIS) and on
April 30, 1979, a final EIS was issued. The Secretary
of the Interior established a Federal coal management
and leasing program June 4, 1979. Interior has set a



goal of holding its first long~term lease sale since
the 1971 leasing moratorium in January 1981,

According to Interior, 1.5 billion tons of Fede-
ral coal will be leased in 1981 and 1982 to meet energy
production goals through 1987. 1Interior states that
"in the long term up to 200 billion tons of Federal
coal reserves would be made available for leasing and
production."” The regions and coal tentatively targeted
for leasing in 1981 and 1982 are as follows:

Region Coal (million tons)
Green River~Hams Fork 531
Uinta-Southwestern Utah 109
Powder River 776
Total tons 1,416

This level of leasing is projected by Interior to add about
76 million tons of annual production from 13 new mines.

Interior indicated that selection of final leasing tar-
gets would be made next Fall when the regional lease sale
EISs would be started. The current leasing targets are
considered tentative and will be subject to public comment
prior to Interior's selection of final leasing targets.

Regarding the processing of preference right lease
applications, the Secretary decided that these applications
be processed in the cycle of on-going land use plans unless
the applications would not be processed in 5 years; then
processing would be done independently of the land use
planning schedule.

Interior considered seven possible leasing alterna-
tives in the programmatic EIS. The first alternative
listed below is the one selected by Interior and is
described in much more detail in the EIS than the other
six. The seven alternatives are as follows:

-—-Merge Department of Energy production projections
with inputs from States, local governments, indus-
try, and interest groups to derive Interior regional
production targets and then lease to meet the tar-
gets.

--No Federal leasing until at least 1985.
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--Process and lease only preference right lease
applications.

--Lease only bypass coal 1/ and coal needed to maintain
existing operations.

—-Lease to meet the coal industry's indication of
need.

—-Allow States to determine leasing levels.

~--Lease to meet Department of Energy production goals.

Interior refers to the selected alternative as the
Federal coal management program. It has several signifi-
cant program elements:

--Land use planning.

--Tract delineation, ranking, and selection.

—-Pre-lease sale and lease sale procedures.

—--Public body and small business leasing.

--Preference right lease applications.

--Emergency leasing.

Land use planning

The initial step of the selected alternative is
land use planning by the land management agencies such
as the Bureau of Land Management and the Forest Service.
Implementation of the agencies' planning systems would
result in the delineation of areas acceptable for further
consideration for coal leasing. The areas acceptable
would be identified by screening out areas that:

—-—-Have coal reserves of low development potential.

1/Bypass coal is an isolated coal deposit that cannot, for
the foreseeable future, be practically mined either
separately or as part of any logical mining unit other
than that of the applicant for an emergency lease.



--Are environmentally unsuitable for leasing.

~--Are preferred for non-mining uses by the surface
owner.

--Are considered to be more valuable for other uses
in the resource trade-off analysis.

Industry, States, and other parties would be encouraged
to participate in the land use planning process through
hearings, meetings, written comments, and other ways to
make their particular needs or desires known. An envi-
ronmental impact statement would be prepared on the
land use plan prior to its adoption.

Tract delineation, ranking,
and selection

The second step of the selected alternative is
tract delineation, ranking, and selection. This step
follows completion of the land use plan, and the tracts
to be delineated are contained in the areas acceptable
for further consideration for leasing.

The delineation of preliminary tracts would be
based on:

--Expressions of interest by industry, States,
public bodies, small businesses, or others and
existing or planned operations on adjoining
lands.

--Technical coal data, including reserve tonnage,
type of coal, sulfur content, seam thickness,
and proportion of recoverable coal to reserves.

~-Conservation considerations, including calculation
of preliminary maximum economic recovery, land
ownership patterns, and the formation of logical
mining units.,.

--Surface ownership, including the results of surface
owner consultation in the land use planning activity,
and the existence of surface owner consents and
their terms.



--Prior regional leasing targets and guidance from
the regional coal teams,

Ranking would be on a coal region-wide basis and
not separately within each land use planning area.
Ranking criteria would relate to coal economics, ease
of reclamation, proximity to existing transportation
facilities, class of surface ownership (Federal or
non-Federal), and socio—-economic and environmental
considerations. The selected tracts would be placed
in a proposed regional lease sale schedule.

Regional coal teams would be established to facil-
itate coordination and consultation between Interior,
State governors, other Federal land management agencies,
and other Federal and State agencies with expertise of
relevance to the tract ranking and selection process.

A separate team would be established for each of the major
multi-State coal regions, and would consist of a Bureau

of Land Management field representative and a State
government representative from each State within the re-
gion. An additional member would be appointed by the
Bureau Director and would serve as the team leader.

Each regional coal team would consider and suggest
policy for regional production goal and lease target
setting, tract delineation, and site-specific analysis
in the coal regions. It would guide and review tract
ranking, and conduct the tract selection and sale
scheduling procedures that develop the alternatives
which are analyzed in the regional lease sale environ-
mental impact statement. The Secretary of the Interior
would have decision-making authority for the selection
and scheduling of tracts for lease sale.

The development of the lease sale schedule would
be based on the assessment of need for Federal coal,
according to Interior's regional coal production tar-
gets. 1In establishing the targets, Interior would
review and adjust that portion of the Department of
Energy's national goal which applies to the Federal
coal production regions. Final regional production
targets would be established by Interior after the
States had been consulted and the public and indus-
try had been given an opportunity to submit comments
on the preliminary targets.



The results of the ranking and selection process,
the proposed lease sale schedule, and the ranking criteria
would be published in a regional lease sale environmental
impact statement. This would be followed by a public
hearing and the submission of comments. Following
release of the final environmental impact statement,
Interior would formally consult with the affected State
Governors or Federal surface management agencies. The
surface management agencies would have to consent to the’
issuance of the lease before Interior could issue the
lease. If a Governor objected to the lease proposal,
Interior would reconsider the proposed lease sale but
would not be required to withdraw the proposal and cancel
the lease sale.

Pre-lease sale and lease
sale procedures

The final step of the selected alternative is the
lease sale. Several activities pertaining to pre-lease
sale and lease sale procedures are mineral evaluation
and determination of fair market value, acquisition of sur-
face owner consent, and determination of lease sale and
bidding methods.

Mineral evaluation and
determination of fair
market value

After the regional lease sale schedule is announced,
the Geological Survey would determine the coal resource
economic value. The public would be given an opportunity
to comment on fair market value and maximum economic re-
covery. The basic method for evaluating fair market
value would be the discounted cash flow analysis. This
analysis involves calculating, in current year dollars,
annual costs and revenues which would result from the
development of the property. This evaluation would also
include the consideration of coal quality and gquantity,
probable mining method, and logical mining unit. The
estimate of costs would include surface owner consent
acquisition costs.
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include the consideration of coal quality and quantity,
probable mining method, and logical mining unit. The
estimate of costs would include surface owner consent
acquisition costs.

Acquisition of surface
owner consent

According to the Surface Mining Control and Reclama-
tion Act, a coal lease for surface mining cannot be issued
unless consent has been granted in those circumstances
where the surface owner is of a special type. The surface
owner is required to meet one of the following criteria for
at least 3 years prior to granting of any consent to mine:

--Have his or her principal place of residence on
the land.

--Personally conduct farming or ranching operations
on the land.

--Receive directly a significant portion of his or
her income, if any, from such farming and ranching
operations.

The criteria for defining a surface owner are further
discussed in Appendix III.

The Federal Coal Leasing Amendments Act requires
that leases be sold on a competitive basis for fair
market value. According to the draft programmatic EIS,
Interior would monitor surface owner consent to ensure
that the form and financial terms do not substantially
affect fair market value or the competitive nature of
the lease sale. Interior would, should these terms
threaten the public interest, decline to proceed with
the lease sale or to execute the lease.

In the selection of tracts for sale, Interior would
give preference to tracts where the surface is federally
owned and to tracts where surface owner consent has been
received. Industry would be responsible for acquiring
surface owner consent prior to execution of the lease.
If no filing of consent is made before notice of sale,
the tract would be removed from the sale schedule and,
if necessary, another tract substituted for it.

The consent would be required to be transferrable
to a third party. If any consent existing prior to the



Surface Mining Control and Reclamation Act is non-
transferrable, the tract would not be offered for sale
unless it is included in an intertract sale (discussed

below).

Determination of sale
and bidding methods

Interior prefers that the sale and bidding mechanisms,
be kept flexible, and that the choice of method be made
on a case-by-case basis. Sale methods include individual
tract and intertract. Under the individual tract method,
bidders would compete against each other for a given tract.
Under the intertract method, bidders would compete between
tracts as well as over individual tracts. More tracts
would be offered for sale than are intended to be awarded.
Only those tracts with the highest bids which are needed
to meet the cumulative lease sales target would be awarded.

Five optional bidding methods are presented in the
draft and final programmatic EISs. These are:

--Direct bonus bidding, in which immediate cash
payment is offered for the lease,

--Royalty bidding, in which a fixed percentage of
the value of the coal is offered for the lease.

--Sliding scale royalty bidding, in which the amount
of the royalty paid is varied in proportion to
the value of the coal produced.

--Profit sharing, in which the Government becomes
a partner in the coal enterprise and receives
a percentage of profits.

--Fixed rental, in which the bidder pays the Govern-
ment a set amount each year regardless of production.

Public body and small
business leasing

Interior would reserve and offer a number of coal
lease tracts as special leasing opportunities to public
bodies under tne Federal Coal Leasing Amendments Act
and to small businesses under the Small Business Act of
1953, as amended. The special opportunities would con-
sist of holding special lease sales where public bodies
would bid only against other public bodies and small
businesses against other small businesses.
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Preference right
lease applications

Interior would examine all preference right lease
applications for acceptability for mining using the
unsuitability criteria. All applications would be
processed through the land management agencies’ plan-
ning systems. The applications, or portions thereof,
for which applicants are entitled to leases, but
which are found unsuitable, would be purchased, ex-
changed, or conditioned to protect environmental,
socio-economic, or other values.

Emergency leasing

Interior states that emergency leasing would enable
them to meet urgent needs for Federal coal which could
not be dealt with in a timely manner through the normal
long-term leasing process. The emergency leasing proposed
by Interior would differ from the normal long-term leasing
process only with respect to the method of tract identifi-
cation and the breadth and scope required in the planning
and environmental process. An emergency lease would have
to meet one of these criteria:

--The applicant is an existing mining operation
which had been producing coal for at least 2
years before the date of application; and
the Federal coal is needed within 3 years to
sustain an existing mining operation at the
average annual level of production or new com-
mitted level of production on the date of appli-
cation, as substantiated by a mining sequence
plan and projected production levels.

-=-In an existing mining operation, the requested
Federal coal would be bypassed if not mined.
Further, some portion of the bypassed coal would
be mined within 3 years as substantiated by a
mining sequence plan and stated proposed pro-
duction levels.

--The Federal coal would be mined within 3 years
in the process of obtaining economic access for
development of private or leased coal.



In addition, the applicant would have to show that
the need for coal, except in certain cases of bypassed
coal, had resulted from circumstances beyond the control
of the applicant or that he could not have reasonably
foreseen and planned for in time to enable Interior to
respond through the normal long-term process.

No coal lease would be issued unless a comprehensive
land use analysis has been conducted on and Interior's
unsuitability criteria have been applied to the land
to be included in the lease.
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CHAPTER 3

HOW SHOULD FEDERAL COAL LEASING GOALS AND

POLICIES BE BALANCED WITH INTERRELATED AND

OFTEN CONFLICTING NATIONAL ENVIRONMENTAL,

SOCIO-ECONOMIC, AND ECONOMIC OBJECTIVES?

In recent years, the Congress has enacted various
laws governing the basic policy and regulatory framework
affecting the leasing and development of Federal coal.
These laws, many of which are listed in Appendix II and
selectively discussed in Appendix III, include the Federal
Coal Leasing Amendments Act of 1976, Federal Land Policy
and Management Act of 1976, Surface Mining Control and
Reclamation Act of 1977, and the Department of Energy
Organization Act. These laws emphasize the multifaceted
nature of coal resource management, taking into consi-
deration three interrelated goals-—domestic energy
development, environmental protection, and socio-econo-
mic security--which, at times, may be in conflict but for
which a reasoned balance through appropriate trade-offs
is the ultimate objective.

This chapter focuses on issues that revolve about
these interrelated and sometimes conflicting goals. We
are concerned that Interior may implement a coal leasing
program that will not effectively achieve a balance between
these goals, largely because of uncertainties represented
by the following issues:

--When coal leasing goals conflict with environmental,
socio—economic, and economic goals, how should
Interior perform a trade-off analysis?

—--Who should pay the cost of achieving a balance
among goals?

--Can a less-requlated private sector achieve timely,
orderly, and efficient coal development without
jeopardizing environmental and social concerns?

We believe the Administration and the Congress should
identify and weigh alternative ways of dealing with
these complex issues and their potential consequences on
the public and private sector. Otherwise, shortsighted
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decisiong and actions would evolve, the consequences of
which could be unforeseen adverse effects on certain
groups-~-be they industry, environmental, consumer, or
others--and on the availability of Federal coal toc meet
energy demand.

Our concern over the balancing of goals also relates
to the timely development of land use plans for all areas
that could be considered for future coal leasing--essen-
tially those including Known Recoverable Coal Resource
Areas (discussed in Chapter 6). Interior states they will
review existing land use plans to determine whether the
plans are of sufficient quality to permit coal leasing
decision-making prior to 1985. Criteria for this review
will be included in coal management regulations. The
Secretary of the Interior has ordered that no planning of
lease sales be conducted on existing land use plans after
1984. New plans will then be required for all coal leas-
ing decisions.

DOMESTIC ENERGY DEVELOPMENT

The National Energy Plan was first submitted to the
Congress in April 1977 and revised in April 1979. It will
be revised and resubmitted bi-annually thereafter. A major
objective of the plan is to reduce the Nation's dependence
on foreign o0il and its vulnerability to supply interrup-
tions.

Two main reasons for seeking energy independence are
national security and economic stability. National secur-
ity is jeopardized when America is forced to depend on
unreliable foreign sources of oil. The uncertainty
about the future of Iran and other Middle East countries
illustrates the unstable nature of foreign oil prices
and supplies. Economic considerations are emphasized
by recent o0il price increases by the Organization of
Petroleum Exporting Countries. The price paid for foreign
0il is presently contributing to domestic inflationary
pressures, the Nation's balance of payments problem, and
the low value of the dollar in relation to foreign
currencies.

The achievement of energy independence from foreign
sources of fuel supply is one objective that may have
an effect on the pacing and timing of Federal coal
development. If non-coal domestic or foreign energy
fuels are unavailable or unacceptable, the demand for
coal may experience a sharp rise,



The precise level of future Federal coal production
is difficult to determine because of uncertainties which
affect forecasts. The amount of o0il and gas that is
available can rapidly change with new discoveries and
actions by foreign oil producers. Additional factors
that will affect Federal coal production levels include,
but are not limited to, Western, Mid-Western, and Eastern
coal demand in relation to productive capacities in these
regions; availability and capacity of transportation
networks and the sensitivity of coal prices to transpor-
tation rates; and air quality standards and associated
costs of pollution control eguipment that are designed to
limit powerplant pollutant emissions. The production
potential from existing and any new Federal leases also
depends on other environmental and socio-economic factors,
discussed below, as well as Federal lease management
policies and regulations, production from private, State,
railroad, and Indian coal lands, and the economic viabil-
ity of the coal tracts in guestion.

In addition, the 1978 National Energy Act, consist-
ing of five laws, may affect the demand for Federal coal.
These laws are:

--The Public Utility Regulatory Policies Act of
1978 (P.L. 95-617).

~-The Energy Tax Act of 1978 (P.L. 95-618).

~-The National Energy Conservation Policy Act
(P.L. 95-619).

--The Powerplant and Industrial Fuel Use Act of
1978 (F.L. 95-628).

-~-The Natural Gas Policy Act of 1%78 (P.L. 95-621).

The Utility Regulatory Act could affect coal use
through a leveling of electrical demand, thereby reducing
the number of generating plants needed to supply peaking
power. The Tax Act could affect coal use by tax incen-
tives which might encourage conversion to coal from
0il and gas. The Conservation Act could indirectly
affect coal use by potentially reducing electrical
demand from utilities. The Fuel Use Act could result
in an increased demand for coal, particularly for
new utility generation facilities and new industrial
boilers. The Gas Policy Act could encourage greater
use of coal through higher natural gas prices.



The Department of Energy Organization Act requires
Energy to establish coal production objectives. With
the above forecasting gualifications in mind, it would
be helpful in this discussion to briefly review the coal
production projections prepared by Energy in April 1979.
These projections are an update of June 1978 projections
calculated at the reguest of Interior for use in develop-
ing the coal leasing programmatic EIS.

The Department of Energy prepared three Western coal
production scenarios to provide a range of planning esti-
mates for 1985 and 1998 coal production. According to
Energy it is not expected that circumstances will combine
to generate coal production requirements lower than that
indicated by the "low" case, or higher than indicated by
the "high" case. Accordingly, the low and high forecasts
are selected to bound the range of reasonable expectations,
with the mid-range scenario representing a "more likely"
estimate.

Energy has forecast a production range for coal
regions in six States--North Dakota, Montana, Wyoming,
Colorado, Utah, and New Mexico. The range extends from
a low of about 249 million tons to a high of about 291
million tons in 1985, and from about 465 million tons
to about 654 million tons in 199¢. The forecast did not
indicate how much of the estimated production would con-
sist of Federal coal. However, mining plans for Federal
leases indicate that about 309 million tons are planned
for production in 1985. 1In 1977 Western Federal coal
production was about 52 million tons.

ENVIRONMENTAL PROTECTION

Western coal development will be affected by environ-
mental policies at the national, State, and local levels,
For example, new source performance standards, prevention
of significant deterioration increments, and ambient air
guality standards will influence the pace and
magnitude of coal development.

The new source performance standards require that
new coal-fired facilities be equipped with the "best
available control technology" to reduce the emission of
air pollutants., This may affect the current premium
on use of low sulfur Western coal in favor of high sul-
fur Mid-Western and Eastern coal or low sulfur deep
Eastern coal. This could occur if the higher electric
generation costs resulting from the use of mandatory
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scrubber technology make the total cost of mining, trans-
porting, and burning Mid-Western or Eastern coal less than
the total cost of mining, transporting, and burning
Western coal.

The implications associated with this type of policy
relate to national production goals, the options to fill
a possible Western coal production shortfall, and the cost
of the options. Some of the Western coal production which
would have been destined for Mid-Western and Eastern mar-
kets may be replaced with deep-mined Eastern coal. The
increased social costs of this option in terms of safety
and public health may exceed the costs of other options,
such as importation of foreign oil. On the other hand,
higher prices and conservation efforts may eliminate the
anticipated shortfall.

In a recent report i/ we stated that:

"the benefits of constantly controlling sulfur
dioxide are largely unknown, and most parts of
the country are achieving the national ambient
air quality standards. Because the cost--
estimated to be in the billions of dollars---
of constant emission controls is great and the
benefits largely unknown, EPA (Environmental
Protection Agency) should not require schedules
calling for immediate compliance until it has
done the research to determine whether they
are necessary."

In response to this report the Environmental Pro-
tection Agency said that continuous emission controls
are required by the Clean Air Act Amendments and that
there are problems with non-continuous control technology
--particularly the lack of adequate monitoring feedback
controls. The Agency admits that the benefits of con-
tinuous control are not clearly defined, but they also
state that, "the risk of allowing virtually unrestricted
Sulfur Dioxide emissions are equally unclear." On May
25, 1979, the Agency announced the control standards for
new coal burning electric powerplants. These standards
are summarized beginning on page 3-16.

1/"16 Air And Water Pollution Issues Facing The Nation,"
CED-78-148B, Octocber 11, 1978, p. 41.



The effects of another environmental objective, the
prevention of significant deterioration, may be important
because most of the pristine areas such as National Parks
and wilderness areas are in the Western States. One effect
may be to limit the size and probably the number of
energy conversion facilities such as coal-fired steam-
electric powerplants that can be sited in certain locali-
ties. For example, in 1978 the Environmental Protection
Agency denied a permit needed for construction of two
additional units of a powerplant in Colstrip, Montana,

The denial was made because the Agency s air guality model
showed that the units would violate Federal air guality
standards in a nearby pristine area, the Northern Cheyenne
Indian Reservation. According to the Agency, the units
can be built if adequate emission controls are achieved.

Air guality standards may also serve to significantly
limit Western coal development because of fugitive dust
emissions. For example, the wyoming Department of Envi-
ronmental Quality has told us that the maximum allowable
emissions for an area near Gillette may be reached before
the coal production levels now approved have been attained,
and certainly before production commences at the levels
covered by mine permit applications. Although the fugi-
tive dust problem might be solved through appropriate
environmental safeguards and research and development
applications, a major concern is the cost of controlling
fugitive dust and its effect on policy options to concen-
trate coal leasing and production.

Another environmental consideration is the National
Environmental Policy Act of 1969. This act will continue
to influence the rate, timing, and amount of leasing by
the requirement for an environmental impact statement for
any proposed major Federal action which would significant-
ly affect the guality of the human environment.

In addition to the above environmental policies, a
number of others will affect Western energy development.
These include policies to promote coal mine safety, to
protect water quality, maintain the natural character
of wild and scenic streams, protect and preserve endan-
gered species, control the disposal of toxic substances,
protect drinking water supplies, and restore surface-mined
lands. Statutes establishing these policies are listed in
Appendix II. Furthermore, land use planning activities
are designed to protect environmental impacts through the
application of environmental unsuitability criteria.
Issues pertaining to this criteria are discussed in this
report.



SOCIO-ECONOMIC SECURITY

Socio-economic concerns apply to Eastern and Mid-
Western coal fields as well as Western coal regions. If
expanded Western coal production replaces Eastern coal
production, social impacts in Eastern and Mid-Western
communities could occur. For example, these communities
could face higher unemployment and under-utilization of
existing resources and coal facilities.

Large-scale Western energy development could also
cause serious social and economic disruptions in small
Western communities if actions are not taken in advance
of development to plan for and alleviate these disrup-
tions. Western coal and other energy fuels--e.g., uranium,
0il shale, oil, and gas—~—are generally located in sparsely
populated places and in manhy cases the development of more
than one energy source or non-energy mineral is common in
the same area. This development has already resulted in
one new town in Wyoming and has caused some existing com-
munities to double, triple, and quadruple their populations
in a few years.

Population growth in many energy development areas
can be expected to continue., This, in turn, can cause
changes in the social structure and life style of the
communities as they grow and are impacted by energy devel-
opment. More specifically, crime rates may increase to
such a degree that existing law enforcement capabilities
will have to be upgraded; higher demand for medical ser-
vices may mean that more medical facilities and personnel
will be needed; more school children may necessitate more
classroom space and teachers; and so on.

Rapid growth may impose economic hardships on some
communities., The need for basic public facilities and
services often arises before adequate local revenue sources,
including a tax base, are available. Increased revenue
will follow a population increase; however, if adequate
public services are to be maintained, construction of
facilities must coincide with, or precede, population
increases. Even if enough revenue is available, devel-
opment often takes place quickly and time for planning
for population increases is sometimes short. Furthermore,
some observers question whether impacts can be effectively
mitigated in advance of development if local community
citizens do not perceive the nature and magnitude of
the expected impact. They maintain that without a public
education process and consensus among local citizens as
to the nature of the problem, planning may be futile.
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Preservation or enhancement of the quality of life
and the alleviation of hardships in energy impacted com=
munities is of growing local, State, and national concern.
The States are demanding a larger role in planning Federal
energy development because of the socio-economic problems.
The fiscal responsibility of the States and localities
places them not only in a strategic position but also
gives them considerable responsibility for dealing with
these problems. However, this responsibility is not
theirs alone. It is shared with the Federal Government
and industry.

The Federal Land Policy and Management Act of 1976
establishes a loan program and requires that a certain
percentage of mineral revenues be returned to the States
to relieve social or economic impacts by development of
mineral leases. The Powerplant and Industrial Fuel Use
Act of 1978 also provides for impact assistance through
socio—economic planning grants and land acgquisition and
development grants. An impact assistance bill was de-
bated in the last session of the Congress. The sponsor
of this legislation indicates that it will be re~intro-
duced in the 96th session.

WHEN COAL LEASING GOALS
CONFLICT WITH ENVIRONMENTAL,
SOCIO-ECONOMIC, AND ECONOMIC
GOALS, HOW SHOULD A TRADE-OFF
ANALYSIS BE PERFORMED?

In light of complex interrelationships among goals,
a systems approach to analyzing coal leasing issues can
enhance understanding and help assure the emergence of
a logical and consistent leasing system. This approach
emphasizes that issues should not be examined in isola-
tion without considering their potential effect not only
on the leasing system as a whole, but also on the total
energy and economic system. Any approach to decision-
making which fails to recognize complex and dynamic
interrelations could result in the misallocation of re-
sources. In general, policy decision-making should
involve the following elements:

~-Specification of the issue.

--Identification of alternatives to resolve the
issue.



-~Analysis of each alternative in terms of its
relative advantages (benefits), disadvantages
(costs and uncertainties), and key interrelation-
ships with other issues.

—--Selection of the best alternative.

An analysis of the dynamic interrelationships among
goals and issues should explicitly recognize that there
are uncertainties and risks associated with decision-
making. Some of these uncertainties and risks pertain to
(1) trade-offs among differing public policy goals, (2)
certainty and stability in Government policies, and (3)
private sector participation in public sector decision-
making.

Conflicting public policy goals in the Federal re-
source management area may result in a complex decision-
making process. Simultaneously maximizing the goals of
timely and orderly energy development, environmental pro-
tection, and socio-economic security may not be feasible
or possible. The adjustment of differences between goals
can be a slow process because many different interests
must be considered in light of local, State, and national
priorities. In some instances a balance between multiple
goals may be achieved quickly. In other instances the
balance may be difficult to achieve,

Furthermore, certainty as to timely Government deci-
sion-making should promote timely and orderly resource /
development. For example, the lessee is required to com-
mence production and achieve diligent development within
10 years of lease issuance. This includes submitting a
mine plan within 3 years after lease issuance and obtain-
ing a number of permits before mining can commence. As
many as five Federal agencies are involved in this process.
However, these agencies are not required to take action
on these documents in a specified timeframe.

An increased role of public sector decision-making is
required by recently enacted legislation. However, if the
private sector were excluded from providing input to the
decision-making process, uncertainties about the feasibil-
ity of achieving energy goals and meeting energy demand
and the risk of incurring a production shortfall would be
increased substantially. The risk of leasing too little
(much), too late (soon), or at the wrong site without
proper market information might be judged to be so serious
a societal risk and uncertainty that greater private sector
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participation early in the decision-making process would
be warranted.

Interior's proposed coal management requlations make
provision for public comments and testimony in establish-
ing coal production goals and regional leasing targets,
and for formal expressions of leasing interest after land
use planning is completed. An issue is whether Interior.
will receive, in a timely manner, the type of information

needed for planning and decision-making. Actual operational

experience during the early stages of program implementa-
tion should enable Interior to determine this. The larger
issue connected with information needs cited here and in
other sections of this report is how quickly the process
for planning and decision-making will operate to allow
supply and demand forces to function efficiently--promot-
ing competition and the timely production of coal at the
minimum necessary cost.

These risks and uncertainties and other factors
discussed in this report indicate that no direct link
can be made between leasing, production, and development
impacts. In light of all the uncertainties and potential
cost impacts, the link cannot always be viewed rigidly
or predictably at a high confidence level. For example,
with the environmental statutes and regulations that have
evolved in this decade and with changes in land use and
coal leasing policy, a lease by itself no longer guaran-
tees a right to mine. Nor should it, unless all actions
necessary for mine plan approval were accomplished
prior to lease issuance. If a billion tons is leased,
it is not certain that a billion tons will be mined.
Subsequent chapters discuss some of the particular
aspects of the leasing environment that break the link
between leasing, production, and development impact.

Economic analysis is needed

but should not exclude other

decision tools

The Federal Government is mandated responsibility
under the Mining and Minerals Policy Act of 1970 to
foster and encourage private industry in the orderly
economic development of domestic mineral reserves. The
Department of Energy Organization Act requires Energy to
identify strategies that should be followed to achieve
energy production, utilization, and conservation objec-
tives. Energy is also required to outline appropriate
Federal Government policies that will maximize private
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production and investment necessary in each of the signi-
ficant energy supply sectors consistent with Federal,
State, and local environmental laws, standards, and
requirements.

A desirable objective would be to encourage
rational decision-making by determining the economic
effect of the programs established to accomplish energy,
environmental, and socio-economic goals. An impartial
assessment of program cost and benefit to the public and
private sectors could be used by regulatory authorities
in designing the most efficient and effective programs
to accomplish the goals,

However, determining and quantifying all the costs
and benefits might be extremely difficult, if not impossi-
ble, from strictly an economic perspective. For example,
some non-energy uses of public energy lands, such as rec~
reation or wilderness, may have a low market value in
economic terms, although in non-economic terms their
social value to the region and Nation may be high.

If social values are included in the analysis, the
difficulty or impossibility of quantifying them could
cause the decision-making authority to place a higher or
lower benefit on them than on energy development. Fur-
thermore, the benefits of energy development could be
difficult to assess because the energy user beneficiaries
may not be the same group that bears the social and envi-
ronmental costs. This could occur when coal is converted
to electricity at the mine site and then transported out
of the region.

If social values are excluded from the analysis, the
decision-making authority could place a higher benefit on
energy development because of the difficulty in quantifying
the non-economic values.

This illustrates the point that no individual analy-
tical tool or mixture of tools can be relied on to provide
a quantified objective decision in every case. Data bases
have imperfections that cannot realistically be corrected.
Consequently, trade-offs will be difficult to make because
of these inadequacies, the conflicting nature of goals, and
the lack of a public consensus. This is not to say that
alternative uses of public lands and alternative locations
in siting energy and non-energy activities cannot be iden-
tified through existing techniques. However, some non-
quantifiable alternatives and trade-offs may have to be
resolved through other decision-making mechanisms.
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The trade-offs that will be made carry the risk that
the failure to achieve, in a particular way, one or more
goals may have unacceptable consequences to certain groups,
be they industry, environmental, or others. Coal develop-
ment may be in greater demand from some coal regions than
from others. If minimum standards to alleviate the envi-
ronmental and socio-economic impacts are established,
accepted, and enforced, coal development could be given
a higher priority than maintaining the environmental and .
socio~economic elements in their present position. This
emphasizes that the trade-off decision should not be viewed
as the elimination of one goal in favor of another. 1In-
stead, it should be viewed as the mechanism for achieving
a mixture of or acceptable balance between goals and for
avoiding judgments about two or more goals in "either-or"
terms.

WHO SHOULD PAY THE COST OF
ACHIEVING A BALANCE AMONG GOALS?

The desire to achieve a reasonable balance among
these goals raises the issue as to how it should be paid
for. Some observers maintain that all costs associated
with coal development, including environmental and socio-
economic, should be reflected in the price of coal. They
argue that subsidized costs inappropriately understate the
total cost of coal development and make the selection of
coal, or any energy fuel for that matter, questionable on
economic grounds.

Other observers maintain that the Government has
a responsibility to subsidize certain energy develop-
ment costs because the national interest dictates that
these costs be financed publicly. They argue that if
it weren't for these overriding social cost concerns
at the Federal level, local and State governments would
encourage energy development at a lower total cost to
consumers, perhaps in order to capture additional State
revenue. This raises the issues of social equity. For
example, one such issue is whether costs would be shifted
onto society in the form of unacceptable environmental and
social degradation.

CAN A LESS REGULATED PRIVATE SECTOR
ACHIEVE TIMELY, ORDERLY, AND EFFICIENT
COAL DEVELOPMENT WITHOUT JEOPARDIZING
ENVIRONMENTAL AND SOCIAL CONCERNS?

The coal industry operates in a regulated environ-
ment with reqgulations affecting both coal supply and coal
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demand. On the supply side requlations affect coal opera-
tions in many ways. Included are environmental protection
for surface mining reclamation, job safety and working
conditions, exploration, and land use restrictions. On
the demand side regulations affect coal use. Factors that
can constrain demand include air gquality protection and
transportation modes and rates. From an economic perspec-
tive, regulations can increase supply costs, thus reducing
coal expansion, or increase the cost of using coal, thus
reducing coal demand, or some combination of these. How-
ever, regulations can also reduce long—term costs, spur
innovation, and encourage greater coal utilization at
socially acceptable levels.

Many individuals are concerned about actions the
Government may take to prescribe when, where, and how coal
resources should be developed and used. A major issue is
whether a less-regulated private sector could achieve the
timely, orderly, and efficient development of coal resources
without jeopardizing environmental and social concerns,
This issue involves the proper mix and type of Government
regulatory controls and acceptable private sector initia-
tives to meet national energy, environmental, and social
policy objectives. The issue centers not only on whether
existing and proposed regulatory programs provide worth-
while social benefits, but also on whether the expendi-
tures necessary to comply with the regulations are worth
the benefits received, and whether less costly alternatives
to direct regulatory control are available to achieve the
social objectives. Conversely, in some areas regulations
may be appropriate or may be desirable to create yardsticks
against which private sector performance can be measured.

In a December 1978 report 1/, the Congressional
Research Service noted that regulatory requirements stem-
ming from recent laws have added large costs to coal pro-
duction and use, have created extensive delays, and have
introduced great uncertainty as to what will be required
and when approvals will be given. The Research Service
believes that actions should be taken to improve producti-
vity and to comply with regulatory requirements at minimum
necessary cost. The magnitude of the cost impact associated

1/"The Coal Industry: Problems and Prospects,"
Congressional Research Service, December 1978.



with Federal regulations depends on the regulatory approach
adopted. Many categories of regulatory control could be
designed. Two broad categories are the direct approach

and the incentives approach,

Direct regulatory approach

The direct regulatory approach can go two ways. One
is called design standards, often referred to as the "cook-
book" approach, that not only specifies the objective to
be achieved but also prescribes in detail, and sometimes
in complex terms, the steps that are required to achieve
the objective. The other is performance standards which
may prescribe an objective without specifying the exact
means by which the objective is to be obtained. Emissions
standards is one example of a performance standard.

Advocates of the direct approach contend that it pro-
vides a high level of administrative certainty as to the
achievement of goals. They also believe that compliance
can be more easily enforced than under the incentives
approach in that violations can be more easily prevented.
In general, performance standards allow more flexibility
for compliance compared to the design standards.

Critics of this approach argue that less costly
alternatives may be available that could achieve the same
objective. Critics also argue that because the direct
approach restricts choices and alternatives by channeling
action in a specific way, it inhibits innovation, expansion
of knowledge and research, and improvement upon the
state-of-the-art.

Incentives regulatory approach

The incentives regulatory approach relies on economic
mechanisms such as taxes or penalty charges to encourage
behavior consistent with desired social objectives. For
example, by using taxes or charges to reduce pollutant
emissions into air or water, the regulatory agency could
impose a cost on the polluter for the damages caused by
the emissions. The charges would serve as an incentive
for adopting measures to reduce emissions. A polluter
could choose from a variety of pollution reduction mea-
sures such as cutting back production to a less polluting
level, changing production techniques, installing pollu-
tion control devices, or some combination of these.

_ According to advocates of the incentives approach, a
major advantage i1s the decentralization of decision-making.
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They believe this approach encourages efficiency at a
lower cost to society when compared to the direct regu-
latory approach.

Critics of this approach question its feasibility
because of a lesser degree of assurance that regulatory
objectives are being achieved. For example, a polluter
might be willing to pay the higher taxes or penalty
charges and continue polluting the air.

Need for regulatory review

As a measure to improve Government regulations,
President Carter issued Executive Order 12044 on March 23,
1978. This order established the policy that reqgulations
are to be as simple and clear as possible; achieve legis-
lative goals effectively and efficiently; and not impose
unnecessary burdens on the economy, individuals, public
or private organizations, and State and local governments.
Requlatory analysis is required to be performed for all
requlations which will result in an annual effect on the
economy of $100 million or more, or in a major increase
in costs or prices for individual industries, levels of
government, or geographic regions. The President estab-
lished the Regulatory Analysis Review Group to review
regulations and consult with agencies.

A number of regulations could affect the demand for
and supply of Western coal as well as Eastern and Mid-
Western coal. Examples of regulations yet to be proposed
that could do so include maximum economic recovery, dili-
gent development, logical mining unit formation, and sur-
face owner consent. Recently proposed regulations that
could have an effect on the extent of future coal leasing
and development of Western coal include those to control
air quality and surface mining. The following discussion
summarizes some recent studies of these proposed regula-
tions to illustrate the possible effect of the regulations
on coal development.

The Clean Air Act Amendments of 1977 changed the law
for regulating new powerplants by requiring the use of
technological systems to limit sulfur dioxide emissions.
The main question is whether a boiler using low-sulfur
coal should be required to achieve the same percentage
reduction on sulfur dioxide emissions as boilers using
higher sulfur coal. On September 18, 1978, the Environ-
mental Protection Agency issued proposed standards to
require a reduction of potential sulfur dioxide emissions
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by 85 percent except for 3 days per month when no less
than 75 percent would be allowed. Compliance with the
proposed percentage reduction would be on a 24-hour daily
basis and would be computed on the basis of overall sulfur
dioxide removal through various methods such as scrubbers
and pre-treatment coal cleaning systems as well as through
emerging clean-up technological systems.,

On December 8, 1978, the Environmental Protection
Agency published supplemental information and analyses
of additional alternatives to the proposed sulfur dioxide
standards, including a number of changes in the assumptions
which have an effect on the analyses. The alternatives
analyzed include full control, partial control, and 95
percent control with a sulfur dioxide emission limitation.
As indicated below, alternatives to the proposed regqula-
tions have been studied by the Regulatory Analysis Review
Group and the Department of Energy, the implications of
which are a part of the ongoing debate.

A January 15, 1979, Regulatory Analysis Review Group
evaluation of the proposed standards questions the validity
of the benefit estimates because population exposure or
health effects have not been analyzed. The Review Group
urges the Environmental Protection Agency to analyze expo-
sure and health effects of emission levels of each proposed
alternative before making a final decision on the form of
the new source performance standard.

In a July 6, 1978, letter to the Environmental Pro-
tection Agency, the Department of Energy indicated that
adoption of the proposed standard could result in signi-
ficant conflict among environmental, economic, and energy
objectives. Energy proposed two modifications to the
standards. They suggested that compliance with the per-
centage reduction requirement be averaged on a monthly
basis rather than a daily basis and that the percent re-
duction requirement be a non-uniform one (a sliding scale).

On May 25, 1979, the Environmental Protection Agency
announced final Federal air pollution standards for new
coal-burning electric power plants. 1/ Sulfur dioxide

1l/"New Standards For New Coal-Fired Power Plants," Statement
by Douglas M., Costle, Administrator, U.S. Environmental
Protection Agency, May 25, 1979. The standards apply to
electric utility steam generating units capable of firing
more than 250 million BTU/hour heat input of fossil-fuel,
for which construction is commenced after September 18, 1978.
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emissions to the atmosphere are limited to 1.20 pounds per
million BTU {British Thermal Unit, a measure of heat value)
heat input, and a 90 percent reduction in potential sulfur
dioxide emissions is regquired at all times except when
emissions are less than 0.60 pounds per million BTU heat
input. When sulfur dioxide emissions are less than 0.60
pounds per million BTU heat input, a 70 percent reduction
in potential emissions is required. According to the final
standards, compliance is determined on a continuous basis
by using continuocus monitors to obtain a 30-day rolling
average.

The second set of proposed regulations deal with sur-
face mining. The Office of Surface Mining has proposed
rules to regulate surface mining under the Surface Mining
Control and Reclamation Act of 1977.

The Regulatory Analysis Review Group, in a November
27, 1978, study, concluded that the Office of Surface
Mining's proposed air quality requlations would enforce
standards of doubtful environmental benefit and cause
many Western surface mines to have difficulty in complying
with even the best available control technology. In addi-
tion, the Review Group is critical of the Office of Sur-
face Mining because of uncertainty and lack of analysis
about the effect of the alluvial valley floor regulations.
The Review Group also concludes that much of the coal
that is minable will be subject to reclamation costs at
least 10 to 15 percent higher than those required by
existing regulations. In regard to permitting require-
ments the Review Group states, "There are requirements
for hydrologic studies, blasting plans and performance
bonds which are discretionary and may add roughly $29.44
million to the annual cost of coal without contributing
significantly to the information required to protect the
environment."

QUESTIONS FOR CONSIDERATION

Nature of goals:

1. What are the specific national policy goals
that should be addressed by Federal coal
management and leasing policy?

2. Is congressional action needed to resolve
conflicting statutory goals or should
the Administration be relied on to do this?



Trade-off analysis:

1. How should Interior balance multiple goals?
What analytical tools should be used in
making trade-off decisions? How should
non~-quantifiable factors be analyzed and
weighted, particularly if a public consensus
is lacking?

2. In those regions where energy development is
encouraged by the Government, what level of
Government funding to mitigate socio-economic
impact is appropriate? Can funding be relied
on to mitigate all impacts, or will local
citizens need to be educated about problems
before solutions can be found?

Who pays the cost:

1. Should all costs of energy development including
environmental and socio—-economic be included
in the price of energy and directly passed on to
the consumer, or should some of these costs be
funded by Government appropriations and other
public sources and indirectly passed on to the
consumer or the public at large?

Regulatory control:

1. What type of regulatory control should be adopted
for Federal coal leasing? How will regulatory
control affect the balancing of goals? How will
regulations affect coal market supply and
demand conditions?

2. What are the benefits and costs of regulatory
control? Do the benefits outweigh the costs?
If the costs exceed the benefits, can the
regqulations be revised to improve program
effectiveness?

3. What are the viable alternatives to direct
regulatory control? What is the proper mix
and type of regulatory control and private
sector initiative? How does requlatory con-
trol affect private sector initiative to meet



enerdgy, environmental, and social policy ob-
jectives? Can a less~regulated private sector
achieve the timely, orderly, and efficient
development of coal resources without jeopar-
dizing environmental and social concerns?

What requlatory actions should be taken to
foster increased productivity and decreased
consumer costs?

What coal regulations should be reviewed by
the Regulatory Analysis Review Group? Should
the Group's conclusions and recommendations
be considered binding?



9

CHAPTER 4

HOW WELL ARE THE TWO DEPARTMENTS--ENERGY

AND INTERIOR--WORKING TOGETHER IN ESTABLISHING

AND IMPLEMENTING GOALS AND REGULATIONS TO

“MAKE IT ALL HAPPEN"?

Interior has primary responsibility for leasing public
coal lands. However, the Department of Energy Organization
Act requires Energy to develop certain regulations related
to the management of energy resources. The act also re-
quires Energy to establish energy production forecasts.
Issues related to these requirements include:

~-Will the split responsibility between agencies
enhance or impede efforts to develop effective
regulations? (Will the Leasing Liaison Commit-
tee function as an effective inter-agency coor-
dinating mechanism?)

--Will leasing to meet Government-derived production
goals restrict supplies resulting in anti-competi-
tive coal markets and supply shortfalls?

--Will production goals and leasing targets be formu-
lated on the basis of flexible methodology and
reliable data?

WILL THE SPLIT RESPONSIBILITY
BETWEEN AGENCIES ENHANCE OR
IMPEDE EFFORTS TO DEVELQP
EFFECTIVE REGULATIONS?

Prior to October 1, 1977, Interior had sole responsi-
bility for leasing, regulatory, and management functions.
However, with the enactment of the Energy Organization Act,
Energy has assumed some of the regulatory functions. Energy
is responsible for issuing regulations pertaining to foster-
ing competition for leases, implementing alternative bidding
systems, and establishing requirements for diligent develop-
ment and production rates. Energy is required to consult with
Interior during the preparation of requlations and to give
Interior an opportunity to comment on the proposed requla-
tions before they are published for public comment.
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Interior retains sole responsibility for the issuance
and supervision of leases and the enforcement of all leas-
ing regqulations, including but not limited to lease terms
and conditions and production rates. However, Energy may
disapprove of any term or condition which relates to any
matter for which it has regulatory responsibility. If
disapproved, the term or condition may not be included
in the lease. The interrelationship of Interior's leasing
system and Energy's leasing regulations is obviously very
close.

The role of the
Leasing Liaison Committee

The Energy Organization Act established a Leasing
Liaison Committee to be composed of an equal number of
members from Energy and Interior. A Committee charter,
signed by the Secretaries in May 1978, requires that
the Committee be composed of four representatives from
each Department who are serving at the Presidential
appointment level.

The charter allows the Committee to address policy
issues and make recommendations to the respective Secre-
taries, but it does not allow the Committee to function
as a policy-making body. The scope of activities includes
leasing matters pertaining to Federal energy resources
such as coal, offshore oil and gas, onshore oil and gas,
uranium, geothermal, oil shale, and tar sands.

Specifically, the Committee's responsibilities are
to (1) identify and solve problems related to Federal
energy leasing responsibilities that arise between Energy
and Interior, (2) provide timely information exchanges,
{3) expedite consideration and resolution of inter-
departmental energy leasing matters generally, (4) ensure
cooperation and assistance in preparing annual reports and
reports to the Congress, and (5) facilitate consultation on
technical matters of concern to both departments.

The effectiveness of the inter-~agency establishment of
coal leasing policy, development of particular regulations,
and resolution of differences are issues of concern to many
Government and non-Government persons. Many observers be-
lieve that split responsibility under a properly functioning
Leasing Liaison Committee could result in the orderly reso-
lution of issues and potential conflicts. They maintain that
this organizational arrangement could be an appropriate
mechanism for reaching the most desirable and constructive
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regulatory-related decisions because of the checks and
balances element in it.

Other observers believe that split responsibility
could result in conflicting policies and major uncertainties
about the timely and orderly development of Federal coal
resources. They maintain that Interior and Energy may have
divergent views--in part because of the agencies’ interpre-
tation of their responsibilities and objectives--which
could prolong issue-resolution and regulatory decision-
making. Further, this could adversely affect certain ele-
ments of the coal leasing program. It could create confu-
sion and uncertainty among not only Government energy and
environmental planners in Washington, D.C., but also
Government field personnel responsible for implementing the
program and interacting with the private sector, and the
various non-Federal groups--including environmentalists,
local citizens, State officials, and the coal industry.

It remains to be seen how the Leasing Liaison Commit-
tee will resolve problems that are not solved at the depart-
mental level. 1If the Leasing Liaison Committee becomes
deadlocked over an issue, a mechanism has not been estab-
lished which stipulates who should resolve the issue (e.qg.,
the President or the Congress), when the conflict should
be aired, and what procedures will be followed in
resolving the issue,

Energy s regulatory role

At the present time there are major uncertainties
about the effect of Interior policy and administrative
functions regarding many issues, particularly maximum
economic recovery, environmental unsuitability, tract
selection and ranking, and surface owner consent, as
well as production goals which are discussed below.

These issues may substantially affect competitive interest
in particular tracts, mine development lead times, and
production rates.

As these uncertainties are removed by Interior, Energy,
or both agencies through the Leasing Liaison Committee,
special regulatory action by Energy may be reguired to
foster competition, encourage timely production, and
implement appropriate bidding systems. The manner in which
Energy responds to these and other issues will affect the
timely and orderly development of Federal coal reserves,



The role of production goals

The Department of Energy Organization Act requires
Energy to establish production objectives for coal and
other energy fuels for periods of 5 and 10 years. The
act also requires Energy to identify the strategies that
should be followed to achieve production objectives, in-
cluding levels of investment in supply and consumption
sectors and the appropriate Federal policies and actions
that will maximize private production and investment.

Although not specifically required by the act, the
Departments have agreed to establish production goals for
Federal energy resources. Production goals can serve
several useful functions. 2Among these are:

—-—-To promote the development of an integrated national
energy policy by specifying production objectives
for Federal and non-Federal energy resources which
are necessary to carry out that policy.

--To serve as a vehicle for seeking a national
consensus on energy production and conservation
policies.

--To provide guidelines as to priority areas where
Federal efforts should be committed.

--To communicate to the private sector national energy
policy production objectives and the type of private
development activity which the Government will
encourage.

Energy and Interior signed an agreement in September
1978 spelling out the responsibilities of both agencies in
the establishment and use of production goals for Federal
enerdgy resources including coal, offshore oil and gas,
onshore o0il and gas, uranium, geothermal, o¢il shale, and
tar sands. Interior agreed to provide Energy with an
evaluation of resource and production potential for Federal
lands. Prior to the establishment of final national pro-
duction goals, Energy agreed to submit the proposed goals
to Interior for review.

According to the agreement Energy will establish
production goals for federally owned resources based
upon

--production estimates provided by Interior;
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--production estimates developed by Energy for lands
scheduled to be leased;

-~increases or decreases in these estimates resulting
from modifications to pertinent regqulations or
statutes, anticipated advances in technology, or
use of enhanced recovery methods; and

-—-any additional increases or decreases in production
which the Secretary of Energy may propose.

The coal production forecast periods are 5, 10, and 15
years. The agreement requires Interior to be “"guided"

by the final production goals in establishing or revising
leasing programs and lease planning schedules. The term
"guided" 1is not defined.

The agreement does not explicitly state that Inter-
ior's lease sale scheduling will be driven by Energy's
production goals., In the final programmatic EIS Interior
states that selection of production targets includes
consideration of the full range of Federal land management
responsibilities and applicable statutory requirements
and policies of the States. Interior officials indicate
that these factors--particularly those affecting environ-
mental protection--may conflict with regional lease sale
scheduling designed to meet Energy's production goals,
and that Interior should make adjustments where necessary.

According to Interior's proposed coal management regu-
lations, published in the Federal Register on March 19, 1979,
Interior--in consultation with Energy, affected State Gover-
nors, and other concerned parties--will biennially adopt
regional coal production goals established by Energy. Inte-
rior would establish preliminary and final regional leasing
targets based on Energy's regional production targets,
recommendations of Federal/State coal teams, and other rele-
vant information from various sources--coal and utility
industries, agricultural groups, community organizations,
environmental groups, and other parties. If the final tar-
get suggests the need for Federal coal leasing, a proposed
lease sale schedule would be prepared.

Interior's proposed regulations emphasize that Inte-
rior's target for a given region may not be the same as
Energy's goal for that region. Energy officials have empha-
sized that, in the aggregate, Energy's goals and Interior's
targets should be in agreement, but that Interior must res-
pond to environmental and other concerns which may require



adjustments to the regional goals in formulating regional
leasing targets. This agreement may be difficult to ascer-
tain because Energy's production goals are expressed as a
range. If Interior's leasing targets--in conjunction with
estimates of production potential for existing leases and
non-Federal coal--falls within the range, it might be
difficult to determine if, in the aggregate, sufficient
coal will be leased. An issue is the extent to which fac-
tors independent of Government-derived production goals
will be used to verify the market demand for Federal coal.

As a mechanism to develop working procedures for
implementing the process of coal production goals in con-
formity with the September 1978 agreement and subsequently,
deriving Interior regional leasing targets, the Secretary
of the Interior, on June 2, 1979, established an Interior/
Energy working group under the Leasing Liaison Committee.
The working group would serve in an advisory capacity
only, and its recommendations would not be binding on
Energy or Interior. According to Interior, the group
would facilitate communications between the Departments
in assuring that they carry out their responsibilities in
an effective manner that would reduce the potential for
misunderstanding.

The groups's basic role would be to:

—-Facilitate the exchange of information on coal
between Interior and Energy.

--Coordinate timing, scheduling and other technical
aspects in the execution of the agreement between
Interior and Energy concerning production goals
and leasing targets.

--Resolve questions relating to interpretation and
application of coal models used in production goal
and leasing target setting.

--Generally provide a mechanism for interchange of

technical ideas and views between Interior and
Enerqgy.
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WILL LEASING TO MEET GOVERNMENT

DERIVED PRODUCTION GOALS RESTRICT
SUPPLIES RESULTING IN ANTI-COMPETI-

TIVE COAL MARKETS AND SUPPLY SHORTFALLS?

In a previous report 1/ we stated that

"Under present circumstances and outlook, a viable
state of competition exists in the coal industry

and it is unlikely that the industry could be
dominated by any firm or group of firms. Cir-
cumstances could change, however. The situation

is dynamic in Western markets and requires the
continued vigilance by the Federal Trade Commission,
Department of Justice, and the Interior Department
through its coal leasing program."

A limited leasing policy may affect competition in
the Western coal market. A Department of Justice report 2/
states that Federal coal leasing has a great potential to
protect the competitive environment of Western coal markets
because the Government controls most of the Western coal.
Justice believes that the coal leasing moratorium may be the
most severe barrier to new entries into the Western coal
market. A conclusion in the report is that "In the
Southwest and Northern Plains it may already be starting
to limit the ability of sellers to compete and could
eventually foster anti-competitive effects, tantamount
to a monopolistic restriction of supply."

Advocates of a greater level of leasing argue that a
limited leasing program could restrict the availability
of coal to be mined and create a single source of fuel
supply for planned utility and industrial plants. They
maintain that such a Government-created monopoly would
have inflationary impacts, both locally and nationally,
and may be contrary to antitrust objectives.

1/"The State of Competition In The Coal Industry," EMD-78-
22, December 30, 1977.

2/"Competition in The Coal Industry," Department of Justice,
May 1978.



The issue of adequate competition in Western coal
markets focuses on what constitutes a sufficient number
of potential suppliers to offer a wide range of choices
so prospective coal users--utility and industrial users--
can choose the least cost available coal. The primary
concern is the rate and timing of new leasing to achieve
the desired level of competition, and as discussed below,
to hedge against production shortfalls.

Some advocates of a limited leasing policy believe
the limit can be made flexible to respond to pericdic
adjustments in production forecasts. They argue that a
liberal leasing policy may retard Government (local,
State, and Federal) efforts to plan for and mitigate
environmental and socio—economic impacts. For example,
the draft programmatic EIS states that land use and environ-
mental impacts of Federal leasing would depend on which
of the leases were developed, making Federal control
of these impacts less secure.

Advocates of a greater level of leasing argue that
while impact assessment and control are valuable func-
tions, other important factors should also be considered
in determining how much coal to lease. They maintain
that tonnage leased may not equal tonnage produced because
the leases are in areas where supply is subsequently limi-
ted by constraints such as coal quality, transportation
rates, air quality protection standards, or other factors.

Critics of limited leasing argue that the realization
of a probable shortfall is likely to come too late for
effective mid-course correction. They maintain that such
a shortfall could result in higher prices for electricity
and further inflationary pressures as well as anti-
competitive activities. Furthermore, critics believe that
if the shortfall were serious enough, the Government would
have to take action to allocate coal to areas severely
disrupted by the shortfall or to impose mandatory con-
servation measures.

The issue of available supply to meet demand focuses
on how much surplus Western production capacity should be
available if and when needed as a result of supply short-
falls in other coal regions or in other energy supplies.
Prior to the preparation of the draft programmatic EIS,
Interior considered a variation of the proposed preferred



leasing alternative. 1/ In this variation, the basis for
calculating the regional production target would be
Energy's medium production goal plus 25 percent. The
inflated goal was justified under this leasing alternative
because it is difficult to predict actual future coal pro-
duction that will result from any given level of leasing.
The prediction is difficult because some leases may not

be developed due to unforeseen environmental or marketing
problems.

This variation is excluded from the preferred
alternative in the final programmatic EIS. Interior's
medium production estimate of Western coal production for
1990 for the preferred alternative indicates that approxi-
mately the same total Western production as Energy's medium
forecast would be achieved, although the magnitude of
regional production would differ. If Energy's medium pro-—
duction goal were adjusted by 25 percent and the resultant
estimate used as a basis for calculating the regional
production target, the estimate would be 827 million
tons, or 165 million tons above the final programmatic EIS's
production projection for the preferred alternative. The
highest 1990 medium production estimate is 772 million
tons to meet the industry needs alternative.

However, when the Secretary of the Interior announced
adoption of a Federal coal management program June 4, 1979,
he selected preliminary leasing targets for three regions
as discussed on page 2-6. The preliminary target for the
Powder River Region is based on Energy's medium production
goal plus a 25 percent factor to increase the preliminary
target over Energy's goal. Interior states that the addi-
tional 25 percent will allow greater flexibility and pro-
mote competition. The preliminary leasing targets for the
other two regions are based on Energy's medium production
goals with no adjustment.

1/0ffice of Coal Leasing Planning and Coordination,
Department of the Interior, “Secretarial Issue Paper:
Formulation of Proposal for Coal Programmatic Environ-
mental Impact Statement,” June 23, 1978, "Summary
of Paper on Need for Leasing/Leasing Systems Choice,"
p. 11.



WILL PRODUCTION GOALS AND LEASING TAR-
GETS BE FORMULATED ON THE BASIS OF
FLEXIBLE METHODOLOGY AND RELIABLE DATA?

The reliability and usefulness of Energy's production
goals and Interior's leasing targets depend on several
interrelated factors. Because goals and targets may be
used for different purposes--setting departmental priori-
ties, analyzing their impact on market structure and com-
petition, scheduling lease sales, etc.--it is important
that they be formulated on the basis of flexible fore-
casting methods that reflect realistic assumptions, supply
and demand conditions, and take uncertainty into account.

Flexible forecasting -

Forecasting techniques need to be flexible enough to
meet various analytical and policy needs, including the
potential uses of production goals and leasing targets and
the extent to which site-specific and event-specific data
will shape final leasing and production decisions. Forecast
estimates can be calculated several ways. Estimates can be
generated through the use of large, complex and integrative
computer models, such as those utilized by Energy and Inte-
rior. These energy models seek to forecast energy demand
and supply in detail, taking into account specific energy
demand and supply sources by sector, type, and geography.

In short, they are designed to provide a range of energy
market conditions. Other decision tools—-such as market
surveys and total cost schedules of energy supply alter-
natives based on uniform cost accounting standards--could
meet some policy needs at various decision-making points,
particularly when Energy's assumptions and goals are subject
to modification by Interior at different decision-making
points.

Whether policymakers at the Federal level should be
locked into a single forecasting model or a set of models to
meet their continuing policy development needs is an issue. 1/
Local and regional political and market conditions may have

1/Coopers & Lybrand, "Management Audit of Selected Areas
of the Department of Energy," a report undertaken at
the request of the Secretary of Energy, published March
2, 1979, pp. 35-37.
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considerable influence in shaping Federal leasing decisions.
Factors such as land use trade-offs, coal prices, and envi-
ronmental standards and their enforcement may be more accu-
rately reflected through information at the decentralized
level compared to data generated by computer models at the
Federal level. However, the extent to which computer models
can be disaggregated and their assumptions stated explicitly
could determine their usefulness to decisionmakers at various
levels of responsibility.

Computer models can be useful tools, providing valuable
assistance to energy policymakers. However, certain proce-
dures and practices should be followed to insure that mathe-
matical and statistical models make credible predictions.
These include (1) a system for obtaining the views of both
experts and the general public; (2) established rules for
changing the model; and (3) procedures to document, verify,
validate, and test the model. 1/

In commenting on a draft of this report, Department
of Energy officials stated that Energy's production fore-
casts recognize problems associated with unreliable data
and numerous unquantifiable factors. The officials also
stated that Energy's production projections appear as
ranges (low, medium, and high) which recognizes the prob-
lems of uncertainty. Additionally, the officials told
us that Energy anticipates putting into place a continuous
process of improvement in Federal coal production goal
development methodology which would assure that the best
state-of-the-art forecasting techniques are used. Further,
the officials indicated that Interior has provided in its
proposed coal management regulations a process for trans-
lating Energy's goals into leasing targets. This was
briefly summarized earlier.

Interior's leasing targets would be used for several
purposes—-setting departmental priorities, aiding States
in planning for future coal development impacts, and guiding
Interior on the amount of coal to be offered though lease
schedules. The proposed regulations state Interior's re-
gional leasing targets would reflect the difference between
desired levels of production in the regions and projected
supplies. They also state that final leasing targets do

1/"Activities of the Energy Information Administration,"
Report to the President and the Congress by the Pro-
fessional Audit Review Team, May 7, 1979, p. 33.



Previous efforts to resume Federal coal leasing,
including the adoption of the former leasing program,
the Energy Minerals Activity Recommendation System,
were widely criticized because the need to resume Federal
leasing had not been demonstrated. The court in NRDC
v. Hughes (see Chapter 2) cited this deficiency as a
major defect in the 1975 coal leasing programmatic EIS.

INTERICR'S ANALYSIS OF THE
NEED FOR COAL LEASING

According to the final programmatic EIS, approxi-
mately 6 billion tons or 36 percent of the 17 billion
tons of recoverable coal under lease will probably not
be mined because of failure to achieve diligent develop-
ment by 1986. The leases containing this coal are not
included in mining plans. Additional tonnage for leases
included in mining plans may also not be mined, but no
estimate was made.

Interior discusses the following reasons why some
existing leases may not be put into production. Some
leases:

—--Are small and would require additional Federal
leasing or acquisition of other coal rights to
form economicaily viable mining units.,.

--Are located far from transportation routes.

. N . -
--Are in areas with environmental problems.

--Contain coal that is of poor gquality and thus
is not competitive with higher quality coal.

--Contain coal that is costly to mine and thus is
not competitive with coal that is cheaper to mine.

--Will not be mined because demand is lacking and
coal will only be produced if there is a market
for it.

Interior discussed four benefits which they believe
would be realized by a resumption of leasing. These are:

--The Nation would have greater assurance of being
able to meet its national energy objectives.



Reliable data

Supply and demand data used to formulate production
goals must be reliable if the goals are to be useful. As
mentioned above, with so much uncertainty about the fu-
ture, a specific number may not be as reliable as a range.
Supply data includes estimates of Federal and non-Federal
recoverable coal reserves, projections of new mine open-
ings and capacity additions to existing mines, State and
local government policies, and supplies of non-coal fuels.
Demand data includes indications of potential coal markets,
need for existing operations, and demand for non-coal fuels.

Supply data

The first type of supply data needed is a valid esti-
mate of recoverable reserves. In the West, the Pederal
Government owns the majority of coal reserves, and therefore
has a major responsibility for ensuring the availability,
validity, and reliability of reserve estimates. The manner
in which this responsibility is discharged is discussed in
Chapter 6.

In addition, estimates of non-Federal coal will be
needed to evaluate production potential and to determine the
amount of Federal coal that should be leased to meet produc-
tion goals. Some reserve estimates of non-Federal coal may
be obtainable from States, Indian tribes, industry, and other
OowWners.

Furthermore, some Western Federal coal, standing alone,
cannot support mining operations. Before production poten-
tial is evaluated, these tracts should be consolidated into
economic-sized mining units with nearby non-Federal coal.

If the non-Federal coal has not been explored, the projec-
tion of Federal coal drill hole data onto the non-Federal
land may not provide a sufficiently reliable reserve esti-
mate for calculating mining unit reserves. 1In this case,

the Federal Government might encourage the non-Federal own-
ers to explore their lands. If the owners do not have this
capability, it might be feasible for them to participate

with the Federal Government in conducting the Federal dril-
ling program so that an economicsized mining unit could

be delineated, thus enabling Interior to obtain more reliable
estimates of production potential and encouraging the avail-
ability of a mining unit package at the time of lease issuance.



The second type of supply data needed is a projection
of mine openings and capacity additions to existing mines.
In many cases these future mine openings are announced
far in advance of their scheduled opening and are, there-
fore, subject to uncertainty. The uncertainty is created
not only by Federal and State regulations but also by mar-
ket uncertainties and energy economics. If milestones to
judge the progress of expansion plans were established,
they could indicate either the need for additional regu-
latory action or regulatory modifications that would pro-
mote timely development,

The third type of supply data needed is State and
Indian coal policies and plans that pertain to the devel-
opment of their respective resources. Their policies and
production plans, if available, could influence Federal
coal leasing in terms of how much, when, and where leasing
should occur.

The fourth type of supply data needed is an estimate
of supplies of non-cocal fuels. This is needed to indicate
the production potential in other energy sectors and to
assess the role of coal in the interfuel energy supply.

Demand data

The first type of demand data needed is a valid es-
timate or range of future market demand. Private sector
and end-use plans can be used in developing production
goals and leasing targets. The plans are subject to re-
vision as energy investment incentives, regulatory changes,
and altering compliance costs could modify private sector
intentions upward or downward.

The second type of demand data needed is a forecast
of additional coal requirements for existing mines. The
requirements can be identified in part by using short-term
leasing criteria because it is based on the need for addi-
tional unlieased Federal coal to fulfill market contracts,
maintain employment, or prevent bypassing small tracts of
unleased Federal coal. Production goals and leasing tar-
gets could separately specify how much coal is needed to
maintain existing mine operations, but is not yet under
the control of industry. Goals and targets could also in-
dicate the number of new mining operations that will be
required to meet coal use projections. Factors such as
market structure, maximum economic recovery, and logical



mining unit formation could also affect projections,
too, but these are partly based on market conditions and

regulatory policies,

The third type of demand data needed is a forecast
of future demand for non-coal fuels. This is needed to
help determine the magnitude of future coal demand.

QUESTIONS FOR CONSIDERATION

Effect of split responsibility:

1.

Will the split responsibility between Energy

and Interior enhance or impede efforts to
establish coal leasing policy, develop

effective regulations, and resolve agency
differences? Will the split responsibility

result in greater uncertainties over the

timely and orderly development of coal resources
than if a single agency were entirely responsible?
Will split responsibility result in administrative
delay and duplication?

If the functions should be performed by Energy
and Interior, is the current management structure
conducive to effective management? If not, how
can it be modified to be made effective? 1If the
functions should be performed by a single agency,
which agency should assume the functions and

how should it be organized? What other options
exist for Federal resource management?

Will the Leasing Liaison Committee be able to
resolve or foster the resolution of conflicts over
coal policy and regulatory control in a timely

and conclusive manner? If the Committee becomes
deadlocked over an issue, how will the issue

be resolved? Who will resolve it? When will

it be surfaced? What procedures will be followed
in resolving it?

Should Energy have the authority to exclude
certain lease terms and conditions that Interior
is proposing for a lease? Can the Leasing Liai-
son Committee resolve the conflict if both
Departments are in disagreement? Should an
impartial authority be established to make



Effect of

final determinations when both agencies
cannot resolve these conflicts?

leasing tonnage

equivalent to production goals:

How will leasing to meet production goals affect
competition? What constitutes a sufficient
number of potential suppliers to offer a wide
range of choices so prospective coal users can
choose the least cost available coal?

Will leasing to meet production goals increase

the risk of supply shortfalls? How much surplus
Western production capacity should be available

if and when needed as a result of shortfalls in
other coal regions or in non-coal energy supplies?

Should Interior's lease scheduling strategy

be driven by Energy's production goals? If so,
in what manner should this be done in light of
the differing perceptions and objectives of the
two agencies? If not, what is the proper role
of Energy's production goals, particularly in
relation to what Interior does in lease schedul-
ing? How will Interior be "guided" by Energy's

Should Interior formulate its own regional pro-
duction targets? If so, for what purpose? How
should they be estimated? How flexible should

How will Energy's goals and Interior's targets
differ? Will Interior develop a single produc-
tion target or will the target be expressed as
a range? Should Energy and Interior use the
same production goals for Federal lands in
developing the National Energy Plan and in
managing the Federal coal leasing program?

What role should the Leasing Liaison Committee

l.
2'
3'
production goals?
4.
they be?
5.
have in resolving this issue?
Effect of forecasting and data:
l.

Are production goals formulated on the basis
of flexible methodology? Are existing fore-
casting methods adequate to meet public policy
requirements and the needs of coal production
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tion goal-setting and lease target-setting?

To what extent should market forces be allowed
to determine the rate and location of leasing
as opposed to the rate and location set by
Government forecasting?

Will the conditions and assumptions built into
forecasting produce reliable and realistic
results? How should future uncertainties

be accounted for in developing production
goals and leasing targets? What degree of
accuracy should be expected in production
goals and leasing targets?

Are production goals formulated on the basis of
reliable data? Does available data allow real-
istic and reliable forecasts to be made? 1If

not, what additional data is needed? How should
their reliability and validity be verified? Does
Interior have authority to explore non-Federal
lands if requested by the mineral owner and

if properly reimbursed?

What should Energy and Interior do to assure
that the goal-setting process considers State
and Indian coal leasing policies and production
plans? What coordination between these groups
is essential?

4-17



CHAPTER 5

WHAT, REALISTICALLY, IS THE PRODUCTION POTENTIAL OF

COAL ALREADY UNDER LEASE--IN VIEW OF THE MANY

LEGAL, ECONQMIC, ENVIRONMENTAL, AND OTHER

FACTORS AFFECTING ITS DEVELOPMENT?

One of the key issues in the coal leasing debate
has been and continues to be the relationship between
coal tonnage under Federal lease and the future demand
for Federal coal. Interior's estimates show that over
17 billion tons of recoverable coal are thought to be
contained in the 534 outstanding leases. Over 92 per-
cent of this tonnage is estimated for 468 leases in
6 Western States-Colorado, Montana, New Mexico, North
Dakota, Utah, and Wyoming. As indicated in Chapter 4
of the report, forecasting demand for Federal cocal de-
pends on many interrelated factors and uncertainties,
including market conditions, lead times, and produc-
tion goals established by Interior and Energy.

Three fundamental points are central to this is-
sue: (1) the portion of future coal production that
will come from Federal lands, and the time frame
covered by this portion; (2) the extent to which ex-
isting leases could supply quantities of coal to meet
immediate demand; and (3) if the extent of this supply
source is inadequate in relation to demand for Federal
coal, whether the necessary lease schHedules to prevent
production shortfalls and anticompetitive conditions
can be followed. )

Coal tonnage under Federal lease represents only
one Western coal supply source that could be made avail-
able to the market to meet current and future demand.
Besides coal under existing lease, other coal supply
sources include new long-term Federal leasing, a combi~-
nation of existing leases with new short~term Federal
leasing to form mining units that could be mined profit-
ably, and non-Federal coal under the control of State
government, Indian tribes, railroads, and private enti-
ties. 1In short, the issue really focuses on the ex-
tent to which existing leases by themselves or in com-
bination with other coal properties, are capable of
supplying coal to meet the demand for Western coal.
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Three major questions are related to the assessment
of leased coal tonnage.

--To what extent is the development of existing
leases restricted by environmental considera-
tions?

--To what extent does an evaluation of existing
leases depend on the formation of mining units?.

--To what extent is the development of existing
leases prevented by a lack of transportation
networks?

We believe that a coal leasing program should be de-
signed regardless of whether or not there is a need now
for new leasing. In developing the program Interior should
consider all aspects of pre-lease sale and post-lease
sale management functions and market conditions. If this
is done, a reliable, efficient, effective, and flexible
system should be in place if and when a resumption of coal
leasing is necessary. Leasing decisions can then be made
in a timely and efficient manner,.

Although this chapter addresses only three major
questions that are related to the production potential
of existing leases, certain other questions raised in other
chapters also bear on the ultimate resolution of this issue.
Briefly, these include:

--Interior's data requirements on production poten-
tial of lands under Federal lease as spelled out
in the memorandum of understanding between Interior
and Energy concerning use of production goals for
enerdy resources on Federal lands;

--the extent to which maximum economic recovery
estimates for existing leases are based on max-
imum economic recovery definition and guidelines
that Interior adopted June 2, 1979;

—--the extent to which unsuitable leases will be
affected by lease exchange and related actions;
and

--leases not currently contained in mining plans
but which Interior recently indicated may have
future production potential, such as leases ac-
quired through assignments in the last five
years.
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Previous efforts to resume Federal coal leasing,
including the adoption of the former leasing program,
the Energy Minerals Activity Recommendation System,
were widely criticized because the need to resume Federal
leasing had not been demonstrated. The court in NRDC
v. Hughes (see Chapter 2) cited this deficiency as a
major defect in the 1975 coal leasing programmatic EIS.

INTERICR'S ANALYSIS OF THE
NEED FOR COAL LEASING

According to the final programmatic EIS, approxi-
mately 6 billion tons or 36 percent of the 17 billion
tons of recoverable coal under lease will probably not
be mined because of failure to achieve diligent develop-
ment by 1986. The leases containing this coal are not
included in mining plans. Additional tonnage for leases
included in mining plans may also not be mined, but no
estimate was made.

Interior discusses the following reasons why some
existing leases may not be put into production. Some
leases:

—--Are small and would require additional Federal
leasing or acquisition of other coal rights to
form economicaily viable mining units.,.

--Are located far from transportation routes.

. N . -
--Are in areas with environmental problems.

--Contain coal that is of poor gquality and thus
is not competitive with higher quality coal.

--Contain coal that is costly to mine and thus is
not competitive with coal that is cheaper to mine.

--Will not be mined because demand is lacking and
coal will only be produced if there is a market
for it.

Interior discussed four benefits which they believe
would be realized by a resumption of leasing. These are:

--The Nation would have greater assurance of being
able to meet its national energy objectives.



--More desirable patterns of coal development would
be promoted.

--Interior would benefit by legal and administrative
advantages.

—-Competition in the Western coal industry would be
improved.

Leasing to meet national
energy objectives

Interior states that a lease sale in 1980 is not likely
to result in coal production until 1985 to 1990, They es-
timate that for a major Western surface coal mine it takes
4 to 7 years after lease issuance to design the mine plan,
assemble equipment and construct the mine, and study and
design modifications to comply with State and Federal laws.

Because non-producing leases will be subject to can-
cellation in 1986 as a result of the diligent development
requirement, Interior states that increases in Federal coal
production after 1986 will come from two sources: (1) new
Federal leasing and/or (2) expansion of mines containing
Federal coal which are already in operation by 1986, In-
terior admits that it is hard to know precisely what the
expansion potential of those mines would be, or whether
rapid expansion would introduce inefficiencies in their
operation,

Interior's comparison of Energy's Western production
goals with its own analysis of Western production poten-
tial indicates there may be no need for significant leasing
to reach the 1990 low production projection. However,
Interior believes extensive development of new sources
would be required to achieve 1990 medium or high produc-
tion levels. This is based on the following production
estimates.



Interior estimate Energy production

of production projections (note b)
potential (note a) Low Medium High
1985 422.2 299.8 391.1 438.7
(315.9) (367.5) (387.5)
1990 509.8 366.5 659.7 922.1
(563.1) {689.3) (753.9)

a/Includes planned production for mine plans including

~ Federal leases, planned production from Indian lands,
and planned production from wholly non-Federal leases.
The 1990 figures include production potential for pref-
erence right lease applications.

b/The figures in brackets are based on the April 1979
Energy estimates. The unbracketed figures are based
on the June 1978 Energy estimates used in the EIS.

Leasing to promote more
desirable patterns of

Interior believes that new Federal leasing would im-
prove intra-regional patterns of development. They state
that new leases could displace development of some exist-
ing leases and preference right lease applications which
may not be the most suitable in terms of land use and
environmental considerations. This could occur because
new leasing will be permitted only after comprehensive
land use and environmental planning is conducted.

Leasing for legal and
administrative purposes

Interior emphasizes that a resumption of Federal
leasing is necessary, at least to the extent of issuing
leases for qualifying preference right lease applica-
tions. In addition, Interior views lease exchange
or lease purchase as possible alternatives to preventing
development of existing leases and preference right
lease applications in environmentally unsuitable areas.
They maintain that the likely administrative and finan-
cial burdens to acquire leases in unsuitable areas
could be reduced by new leasing and that Federal and
State governments would benefit from the added bonuses
and royalties from the sale and mining of new Federal
leases.



Leasing to increase
competition in the
Western coal industry

Interior states that certain conditions must exist in
order for private markets to function in the most socially
beneficial manner, making the best coal available at the
lowest price. They indicate that a critical requirement is
that there should be a sufficient number of buyers and sel-
lers for the market to be genuinely competitive so that no
one or few buyers can influence prices in a monopolistic
fashion. Interior believes that a decision not to lease
Federal coal would tend to inhibit competition in the West-
ern coal industry. The final programmatic EIS cites a 1978
Department of Justice report, discussed in Chapter 3, which
supports a resumption of Federal leasing to increase compe-
tition.

What additional analysis should
be made to determine the need
for future leasing?

In commenting on this report, both Interior and Ener-
gy believe that mining plans should be relied upon in the
evaluation of production potential for existing leases.

As stated in Chapter 9, we believe that this strategy
would not result in the type of information needed to an-
swer the question, "Is there a need for new long-term coal
leasing in the near future?"

The final programmatic EIS does not present an
analysis of existing leases to show those that have envir-
onmental problems, that are not by themselves or in con-
junction with other coal properties logical mining units,
or that are not near transportation facilities. An
analysis of these factors is necessary in assessing exist-
ing production potential and production capacity.

Physical production potential and capacity estimates
could provide useful information to support leasing policy
and decision-making. However, interpretation of the esti-
mates will depend upon professional judgments regarding
future uncertainties and the effect of reqgulations not under
Interior control. For example, uncertainties in rail
transportation rates, which are regulated by the Interstate
Commerce Comission, could affect the economic viability of
a specific lease tract.
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The assessment of production potential and capacity
is also dependent on the validity and reliability of
reserve estimates. In a recent report l/ we stated that
Geological Survey's reserve estimates for existing leases
are neither accurate nor reliable. Interior has stated it
is undertaking a program to improve the accuracy of
reserve information and to obtain reserve estimates from
lessees using a standard reserve estimating methodology.

TO WHAT EXTENT IS THE DEVELOPMENT
OF EXISTING LEASES RESTRICTED BY
ENVIRONMENTAL CONSIDERATIONS?

There are many environmental considerations which
should be carefully reviewed. These include but are not
limited to the designation of air quality areas where
industrial development would be limited or prohibited,
the protection of potential or proposed wilderness
areas, and regional and site-specific surface mining
considerations.

These considerations emphasize the lack of a direct
link between leasing and mining. This was discussed pre-
viously in Chapter 3. Environmental protection goals
may consequently require that areas of unmined coal which
could support an economic mining operation not be mined
because of overriding environmental concerns.

Two environmental considerations, discussed below,
illustrate the need for assessing the environmental suit-
ability of existing leases. These are the designation
of leases environmentally unsuitable for mining and the
effect of fugitive dust standards on existing leases.

An analysis of the production potential and capacity
for all existing leases and preference right lease appli-
cations is not possible because Interior has not deter-
mined which leases and applications are environmentally
acceptable for mining. Interior maintains that specific
lease development proposals must be reviewed to measure
the pessible contribution existing leases and applications
could make to future energy needs. In the final program-
matic EIS Interior states that unsuitability criteria
would be applied to all new leases, including emergency

1l/"Inaccurate Estimates of Western Coal Reserves Should
Be Corrected," EMD-78-32, July 11, 1978.
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leases and preference right lease applications, while
the unsuitability of existing leases would not be
determined until the time mining plans were submitted
or lease exchange requests were received.

According to the final programmatic EIS, 223 leases
estimated to contain about 9 billion tons of recoverable
reserves will be reviewed for unsuitability, because the
lessees have submitted mine plans. On the other hand,.
there are 311 leases estimated to contain about 8 billion
tons of recoverable reserves which will not be reviewed
for unsuitability because the lessees have not submitted
mining plans or applied for lease exchanges. However,
some of these leases are in areas Interior is presently
updating to take unsuitability criteria into account
to support a possible mid-1980 lease sale.

The application of unsuitablity criteria to exist-
ing leases will in all likelihood be time-consuming. This
makes it all the more important for Interior to undertake
a comprehensive study of all existing leases (1) to deter-
mine what additional information is needed, or if none is
needed, to designate leases either as suitable or unsuit-
able for mining; (2) to inform the lessee as to the en-
vironmental status of his lease so that he can decide,
in cases where more information is needed, whether to
acquire the information or to relinquish the lease; and
(3) to make a determination as to the production potential
of the 17 billion tons under lease, in conjunction with
the other analyses discussed in this chapter--a determina-
tion Interior has not adequately performed.

In addition to the surface mining unsuitability cri-
teria other environmental analyses are needed to determine
the production potential of existing leases. For ex-
ample, as stated in Chapter 3, some existing leases which may
or may not be included in mining plans might not be developed
because of fugitive dust restrictions.

TO WHAT EXTENT DOES AN
EVALUATION OF EXISTING
LEASES DEPEND ON THE
FORMATION OF MINING UNITS?

The assessment of production potential and capacity
for existing leases will not be adequate if the economic
viability of the lease tracts is unknown. One method
for evaluating economic viability is to determine if a
lease is included in a logical mining unit. This unit
represents an area of coal that can be mined in an
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efficient, economic, and orderly manner. Interior has not
determined which leases are contained in such units.

In many instances there are diverse and intermingled
mineral and surface ownership patterns in Federal coal
lease areas. As a result of these patterns, some Federal
lease tracts will be isolated unless they can be combined
with private, State, railroad, Indian, and/or other Federal
coal tracts to form logical mining units.

Many of the existing leases, alone, probably could
not be technically classified as logical mining units.
Interior estimates that over half the Federal coal leases
standing alone would have insufficient reserves to sup-
ply high volume coal users such as electric utilities.
Interior s reserve estimates for each of 530 leases indi-
cates that 272 leases each contain less than 16 million
tons of recoverable coal. Sixty-eight of the 272 leases
each contain less than 1 million tons of recoverable coal.

In establishing logical mining units for existing
and new leases, several technical issues need to be
resolved. These include:

--Should the lease tracts be divided geographically
and placed into different logical mining units?

--Should lease tracts not contiguous to other lands
in a potential logical mining unit be made a part
of the unit? 1If so, legislation may be necessary
as the statutory requirement is that the tracts
in a logical mining unit must be contiguous. This
issue is further discussed in Chapter 8.

—--Should separate coal seams in the same lease tract
be designated as separate logical mining units to
be mined by the same or different operators at the
same or different points in time?

--How should maximum economic recovery determinations
be made for logical mining units? Maximum economic
recovery is further discussed in Chapter 7.



TO WBAT EXTENT IS THE DEVELOPMENT OF
EXISTING LEASES PREVENTED BY A LACK OF
TRANSPORTATION NETWORKS?

The availability of rail transportation, electric
transmission lines, and other transportation modes should
be considered in assessing the production potential and
capacity of existing leases. Rail is a primary mode of
transportation for Western coal, but many of the leases may
not be served by railroad lines. For example, over 2 bil-
lion tons of leased recoverable reserves are in the Kaipar-
owits area of Southern Utah, but this area is not served by
a viable transportation system. Unless this coal can be
used to generate electricity at the mine sites, the coal
cannot presently be transported once it is mined. One pro-
posal for this area would require about 2@@ miles of track
for a transportation corridor.

Other areas in the West are confronted with similar
problems. For example, plans are being developed for a 45-
mile rail spur along the Tongue River in the Northern Powder
River Basin of Montana. Without this spur, proposed coal
mines along the rail corridor may not be put into production.

Consequently, if a lease can be mined within environ-
mental and economic considerations, estimates of production
potential or capacity will not be meaningful unless a trans-
portation network exists or transportation plans indicate
that a network could be in place when needed. This analysis
of production potential could provide some indication of the
magnitude of investment that would be required to establish
sufficient transportation capacity.

QUESTIONS FOR CONSIDERATION

Need for analysis:

1. How and when should Interior evaluate existing
leases and preference right lease applications
to assure an informed judgment as to the need
for additional long-term leasing? Should Energy
provide technical assistance to this effort?

2. How should production potential and production

capacity be determined and used to assess the
need for additional leasing?
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Reserve estimates:

1. Will Interior s program to re-evaluate reserve
estimates on existing leases provide valid and
reliable estimates when needed?

2. How should reserve estimates be made for leases
that have little or no exploration activity?
If leases have low mining potential, should they
be re-evaluated?

Environmental considerations:

1. O©Of the 17 billion tons of recoverable coal re-
serves under lease, how much is not minable be-
cause of environmental constraints?

2. In addition to unsuitability criteria and fugi-
tive dust standards, what other environmental
considerations should be taken into account?

Logical mining unit:

1. Of the 17 billion tons of recoverable coal under
lease, how much is not minable because the leases
are not included in logical mining units?

2. What factors should be considered by guidelines
for resolving technical issues about logical
mining units that pertain to geographical divi-
sion of leases, contiquity of leases, separate
coal seams, and maximum economic recovery?

Transportation networks:

1. To what extent could the lack of transportation
facilities limit the contribution of existing
leases to 1985 and post-1985 demand?

2, How many of the existing leases are not near or
served by transportation facilities? What plans

are being developed to provide transportation
facilities?
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CHAPTER 6

HOW SHOULD INTERIOR BETTER TIE TOGETHER

ITS DETERMINATIONS ON THE AMOUNT OF UNLEASED

COAL AVAILABLE TO MEET FUTURE NEEDS WITH

ON~GOING LAND USE PLANNING AND COAL

EXPLORATION PROGRAMS?

Interior is responsible for evaluating Federal lands to
determine how much unleased Federal coal is available and
suitable for meeting coal needs. The evaluation of avail-
able Federal coal depends on land use planning and the coal
exploration program. Three issues are related to this
activity.

--Should regional coal production goals or targets be
considered along with other resource values in
developing land use plans?

--Will the designation of areas unsuitable for coal
mining be impeded by a lack of information?

--Will Federal coal exploration provide sufficient
data for timely analysis of all potential leasing
areas?

SHOULD REGIONAL COAL PRODUCTION
GOALS BE CONSIDERED ALONG WITH
OTHER RESOURCE VALUES IN
DEVELOPING LAND USE PLANS?

As emphasized in previous chapters, planning for future
coal development is more involved than simply issuing leases.
Interior must identify alternative land uses and make trade-
off decisions among energy, other resources, and environmen-
tal objectives by evaluating planning areas to identify which
portions have and which do not have potential to support coal
development. One of the principles of land use planning is
the allocation of scarce resources. This can be difficult
when there are conflicts between resource uses.



Interior's preferred Federal cocal management and leas-—
ing program described in the final programmatic EIS places
great reliance on land use planning. Interior refers to its
preferred program as a land use planning-oriented leasing
system. Any leasing program would have to consider land use
planning because of statutory requirements. The Federal Coal
Leasing Amendments Act requires that a lease cannot be is-
sued unless a comprehensive land use plan has been pre-
pared and the lease sale is compatible with the plan. The
Federal Land Policy and Management Act establishes the
basic planning authority for the Bureau of Land Manage-
ment.,

The final programmatic EIS briefly discusses the plan-
ning system as proposed by the Bureau of Land Management on
December 15, 1978, and which Interior says is similar to
the system proposed by the Forest Service. According to
the EIS, both proposals would require nine steps to be com-
pleted. For example, the steps include inventory data and
information collection, formulation of alternative plans,
and estimation of the effects of alternatives. The final
EIS does not clearly explain how the proposed planning sys-
tem will tie into Interior's preferred program alternative,
nor does it clearly explain how the proposed system will
be used to (1) determine values for coal and other re-
sources, (2) identify land use alternatives and resource
conflicts, and (3) perform trade-offs between coal and other
resource values where resource conflicts exist. These are
substantive issues and are important to a land-use oriented
leasing system because they relate to decision-making mecha-
nisms affecting coal production goals, unsuitability evalua-
tions, tract selection and ranking, and expressions of tract
interests from industry, environmental, and other groups.
Left unexplained, it will be unclear as to how industry and
others can effectively participate in land use planning and
how land use planning and coal leasing are to be accom-
plished in light of Energy's coal production goals and the
market demand for coal.

Many private and public sector energy, environmental,
and socio-economic planners may be uncertain as to how trade-
offs between coal and other resource values will be made.
Some have expressed concerns to us about the possible unavail-
ability of reliable coal and other resource-value data and the
questionable capability of the Government to perform compre-
hensive land use and trade-~off analyses under conditions of
uncertainty.



The final EIS contains a detailed discussion of unsuit-
ability criteria and emphasizes that "...most major conflicts
between coal and other resources would be addressed during
the application of the unsuitability criteria...", but it
also recognizes that significant resource balancing deci-
sions could remain. These multiple-use resource management
decisions, according to the EIS, would be made to accommo-
date unique, site-specific resource values clearly superior
to coal but which are not included in the unsuitability
criteria. A prime recreation site or campground are cited
as examples. The EIS states "The responsible official would
balance these values against the value of possibly offering
additional coal from the planning unit." A key issue is how
these resource values will be determined.

According to the draft and final programmatic EISs,
Interior does not plan to use coal production goals or tar-
gets in the land use planning process. Interior justifies
this on the grounds that the exclusion of production goals
or targets ensures that the planning system would first pro-
duce the best resource management decisions without the con-
straint of meeting pre-selected production targets.

If production goals are not to be used in the identi-
fication and evaluation of land use alternatives, Interior
will not be able to evaluate all foreseeable land use al-
ternatives. Use of coal production goals to analyze land
use alternatives should not constrain a land use plan to
the alternative that would satisfy the production goals.
This would represent only one alternative.

Failure to evaluate this alternative along with other
feasible alternatives could result in a plan that does not
objectively assess coal needs relative to other resource
values and a land use environmental impact statement that
does not evaluate the cumulative effect associated with
alternatives that will meet the needs. If all feasible
alternatives were considered in terms of their relative
benefits and costs, the land use decision would probably
be more defensible because important consequences were
considered, In addition, this should enable Interior's
and Energy's coal supply analysts to have a better grasp
on coal supply potential from Federal lands.

The use of coal production goals or targets could re-
sult in coal production as the selected land use, when
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otherwise it might not. Other resources may not be as eas-
ily quantified because of a lack of market transactions,
the difficulty in estimating reliable measures of consu-
mers' willingness to pay, or other reasons.

However, the selection of coal as an acceptable land
use will not automatically result in coal being leased and
developed. Interior has established controls in the coal
management program to prevent such a direct linkage. For
example, leasing targets, tract selection, tract ranking,
State consultation, and other environmental and socio-eco-
nomic controls as well as coal economics and demand will
play decisive roles in determinations of production levels
in a given area.

Furthermore, in the final EIS, Interior maintains that
resource use could be controlled through the use of thresh-
0ld development rates or levels. According to Interior,
these rates or levels would be used to control impacts which
depend on an overall development level rather than on site-
gspecific effects. For example, the final EIS states "...a
threshold constraint would be established in the land use
plan to specify the total level of habitat reduction with-
in the acceptable areas identified in the plan.”" Interior
maintains that threshold rates or levels can be applied
during land use planning or in the activity planning proc-
ess. The threshold concept is not clearly stated in the
final EIS. The EIS is unclear as to how and when it would
be applied, who would determine the threshold levels or
rates, and how it would be related to coal production goals
and targets.

BLM's proposed planning regulations state that the exist-
ing land use planning process needs a number of changes
including:

--Better national policy communication to the local
planner.

-=-Improved development, display, and assessment of
alternatives.

—--The assessment of the environmental and other
effects of the proposed plans in a combined draft
and final plan-environmental impact statement,



The development of the land use plan is to be based on a
number of processes, including the formulation of alterna-
tive plans, a comparative assessment of the consequences
of each alternative, and the selection of the preferred
alternative. Various alternative plans, according to the
proposed regulations, should be developed to encompass all
reasonable ways to utilize the public land resource and
resolve issues and differences of opinion. Plan alterna-
tives may be developed which focus on different goals such
as resource protection or resource production.

The physical, biological, economic, and social effects
of implementing each alternative are to be estimated and
displayed, using the available data and technology. A key
issue is that the assessment of alternatives will be incom-
plete if Interior does not consider production goals during
land use planning. This issue is further discussed in Chap-
ter 9 under our response to agency comments.

WILL THE DESIGNATION OF AREAS UNSUITABLE
FOR COAL MINING BE IMPEDED BY A LACK OF
INFORMATION?

The Surface Mining Control and Reclamation Act requires
Interior to designate applicable lands as unsuitable for
surface coal mining operations., In addition, Interior plans
to designate unsuitable lands for deep mining operations
where deep mining would produce hydrologic or surface ef-
fects to which an unsuitability criterion would apply. Sur-
face effects include surface occupancy, subsidence, fire,
and other environmental impacts of underground mining which
are manifested on the surface.

According to Interior, the application of unsuitability
criteria will enable to identify and isolate Federal
coal areas with major environmental features that make them
unsuitable for leasing. The designation of unsuitable lands
is to normally occur during land use planning. Under the
Federal coal management program, lands acceptable for further
consideration for coal leasing would be designated after
unsuitability and other criteria were applied.

Twenty-four unsuitability criteria have been identified
and are presented in the final programmatic EIS and in pro-
posed regulations. Many of the criteria are based on laws
such as the Surface Mining Control and Reclamation Act and



the Federal Coal Leasing Amendments Act. Other criteria
are based on Interior policy. Examples of the categories
for which criterion have been developed are wilderness
study areas, migratory birds, State fish and wildlife,
wetlands, prime farm lands, endangered species, and allu-
vial valley floors.

Before the unsuitability criteria were selected for
the preferred Federal coal management program, Interior es-
tablished a task force to formulate, field test, and evalu-
ate the criteria. Four Bureau of Land Management planning
units which had completed land use plans were selected for
the field test. These are the Decker-Birney Planning Unit
in Montana, the Campbell Planning Unit and Converse Planning
Unit in Wyoming, and the Wattis Planning unit in Utah. The
test, done in 1978, indicated that about 98,000 acres or 39
percent of the total acreage would be excluded by application
of the unsuitability criteria in the Decker-Birney Planning
Unit; about 219,000 acres or 51 percent in the Campbell Plan-
ning Unit; about 28,000 acres or 26 percent in the Converse
Planning Unit; and that the Wattis Planning Unit would not
be affected because the entire area consists almost entirely
of underground mineable coal.

The effect of all the criteria could not be analyzed
due to a lack of information. The task force concluded that
additional data would have to be obtained in most areas
when unsuitability criteria are applied for hydrology, allu-
vial valley floors, threatened and endangered species, migra-
tory birds, fisheries, and State unsuitable areas.

According to Interior, recommendations on lands deter-
mined to be environmentally unsuitable for coal production
will be made early in land use planning if sufficient data
is available or--if best available data is not sufficient--
later in the leasing process when sufficient data is avail-
able. Either way, Interior plans to provide an opportunity
for public comment on criteria applications. The 1978
field test indicates that some of the criteria cannot be
evaluated because no data or very little data would be avail-
able. It states that the land use plan will (1) explain
whether additional data would be likely to significantly af-
fect the conclusions concerning unsuitability and (2) dis-
close when in tract selection, lease sale, or post-lease
activities the necessary data would be generated. A key
issue is how much data will be required for analysis. A
major concern is whether delays in leasing will occur and,
if so, whether an alternative leasing mechanism could be
developed to reduce the delays.



In May 1979 written comments to Interior on its
proposed ccal management regulations, the Department of
Energy expressed its concern about the large amount of
acreage that cannot be considered for coal development
until data pertaining to some of the unsuitability cri-
teria is collected. Energy evaluated the effects of the
unsuitability designations, as determined by Interior in
its 1978 field test. Energy found that almost 70 per- '
cent of the reserves in areas it studied were categorized
as "suitable pending intensive inventory," meaning that
they cannot be used for coal development until adequate
data is developed. About 45 percent of these affected
reserves have a mining ratio of 4.5 to 1 or less, the
lowest mining ratio level that Energy uses.

Further, Energy's evaluation indicates that six cri-
teria--Federal endangered species, State endangered species,
eagle areas, State fish and wildlife, wetlands, and allu-
vial valley floors—--appear to have the greatest effect on
coal reserves in the areas Energy studied. Energy stated
that a seventh criterion--flood plains--had a major affect
on coal reserves in one area.

Energy said it believes that the latter four of the
above seven criteria are discretionary and have reasonable
alternatives that would reduce the impact on coal reserves
while maintaining the basic intent of the proposed cri-
teria. Energy reports that for these four criteria in the
areas it studied, about 3.4 billion tons of coal (about 27
percent of all reserves) are in the category of "unsuitable"
or "suitable pending intensive study."

Following a review of the 1978 field test, Interior
modified the criteria to be included in the preferred
coal management program. In 1979, Interior field tested
the modified criteria in 10 planning units in North Dakota,
Montana, Wyoming, and Colorado. The areas reviewed inclu-
ded 551,760 acres and contained about 10 billion tons
of coal.

Results of the 1979 field test and the Bureau of Land
Management's recommendations have been documented in a
May 1, 1979, Bureau report. According to the report, appli-
cation of the criteria did not result in wholesale elimina-
tion of large acreages/tonnages—-about 5 percent of the
tested coal tonnage (about 512 million tons) were affected.
However, the report states that some of the lands found to



be acceptable for future consideration for leasing will
eventually require additional inventory and study before
final informed management decisions can be made.

The report indicates that the determination of mining
units is the largest guestion to be answered in determin-
ing which coal lands could be made available for leasing.
That is, deletion of coal lands due to multiple-~use trade-
offs, unsuitability criteria, and surface owner consulta-
tion may result in coal land patterns which could prevent
the formation of economical or logical mining units.
According to the report, the effect of the resultant land
patterns on mining units cannot be determined from the
field test, but the field test suggests the problems may
be substantial.

In two memoranda submitted to Interior's Office of
Coal Leasing in March and April 1979, the Council of Eco-
nomic Advisers expressed concern about the economic impli-
cations of some of the criteria. The Council noted that
four criteria were likely to preclude mining in lowland
areas resulting in the location of new mines in upland
areas where mining costs are generally thought to be
greater. The four criteria are riverine, coastal and
special floodplains; Federal lands with national resource
waters; prime farmlands; and alluvial valley floors. Ac-
cording to the Council, incremental mining costs resulting
from the application of these criteria may increase the
price of Western coal to a point sufficient to induce re-
gional shifts in coal production, increased electric utility
rates, and increased oil imports. The Council further stated
that regional shifts in production could be accompanied by
negative environmental impacts such as increased concentra-
tion of air pollutants associated with the use of Mid-Western
and Appalachian coal. The Council recommended that Interior
conduct an economic analysis of unsuitability criteria.

In response to the Council's recommendation, Interior
performed an economic review of the unsuitability criteria.
According to Interior in their May 1979 draft report of
this review, application of unsuitability criteria may
have the following results:

-=-Small (less than 30 percent) reserve with-

holdings will not immediately affect coal
production in the West.
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--Current withholdings will have a greater
future impact through a shift in some
forecasted coal production from surface
minable reserves in the Powder River Basin
to Western deep mining reserves and to
reserves in Appalachia and the Mid-West.

—--Western reserve withholdings of less than
50 percent may only affect national oil
consumption slightly.

--At the national level the delivered price
of coal may not show significant increases
at low withholding levels.

~--If withholding rates of less than 50 per-
cent are forthcoming, electricity costs
will not show significant increases.

~-When the criteria are combined with the
results of multiple-use planning decisions,
the total reserves withheld may approach
50 percent in the extreme case with 30
percent or less more likely.

Interior states that its conclusions could understate
the impact of the unsuitability criteria if there is a
large withholding of Powder River Basin reserves with
shifts to smaller mine sizes and/or less desirable reserves
coupled with greater than anticipated increases in overall
coal demand.

Interior's draft report does not discuss mining cost
increases as a result of having to go from low cost coal
to higher cost coal because of the unsuitability criteria.
The report makes the implicit assumption that the coal
lands unaffected by application of the unsuitability cri-
teria are immediately available for production and uncon-
strained by Interior's coal management program. However,
if the coal management program does constrain Western coal
supply, the least cost coal unaffected by the unsuitability
criteria may not be made available to insure that producers
will be able to develop least-cost mines.

The Council on Wage and Price Stability in May 1979
comments to Interior on the proposed coal management reg-
ulations, stated that four of the proposed unsuitability



criteria--State fish and wildlife, wetlands, floodplains,
and alluvial valley floors-—have the greatest exclusionary
effect on coal resources. According to the Council, these
criteria appear to have their greatest impact on coal re-
sources with low mining ratios, which generally have lower
mining costs--perhaps on the order of 5 to 7 percent.

Further, in recognizing that future land use planning
should be conducted in a manner that balances competing
land uses, the Council is concerned that Interior does not
appear to have an effective mechanism by which the value
of coal and coal production can be considered in land use
planning. The Council recommends that Interior develop
and incorporate into its final regulations such a mecha-
nism, and that Interior make the following modifications
to the proposed unsuitability criteria: eliminate the
State fish and wildlife, wetlan